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PREFACE 


The present Survey is the thirty-fourth in a series of reports prepared by the 
secretariat of the Economic Commission for Europe to serve the needs of the Com- 
mission and to help in reporting on world economic conditions—a task which the 
Economic and Social Council of the United Nations has entrusted to the Department 
of Economic and Social Affairs. 


This Survey is published on the responsibility of the secretariat, and the views 


expressed in it should not be attributed to the Commission or to its participating 
Governments. 


The pre-publication text of this Survey was completed on 14 March 1981 and 
made available to the 36th session of the Economic Commission for Europe. 
The final text, incorporating minor changes, was completed on 10 April 1981. 


EXPLANATORY NOTES 


The following symbols have been used throughout this Survey’: 


.. = not available or not pertinent; 

— = nil or negligible; 

* == estimate by the secretariat of the Economic Commission for Europe; 
| == signifies a break in the comparability of a statistical series. 


In referring to combinations of years, the use of an oblique stroke—e.g. 1979/80 
signifies a twelve-month period (say from 1 July 1979 to 30 June 1980). The use of a 
hyphen—e.g. 1978-1980—normally signifies either an average of, or a total for, the 
full period of calendar years covered (including the end-years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout is the 
metric ton. The definition “‘billion” used throughout is one thousand million. Minor 
discrepancies in totals and percentages are due to rounding. 
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CHAPTER | 


RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


OVER-ALL VIEW 


The years 1980 and 1981 taken together appear to be 
a period of near-stagnation for western Europe and 
North America. For industrial western Europe (13 
countries) the moderate cyclical upswing which started 
at the beginning of 1978 ended in the first quarter of 
1980 under the shock of the second oil price rise and 
the ensuing restrictive policies. By the last quarter of 
1980, the level of industrial production was about 5 per 
cent lower than in the first quarter and forward indicators 
do not suggest any recovery for the first half of 1981. All 
major demand components declined between 1979 and 
1980, the deceleration being stronger for household 
consumption than for fixed investment. With the usual 
business cycle time-lag, fixed investment is expected to 
bear the brunt of the recession in 1981 when a decline 
is projected for the region as a whole (see text table). 
Individual country developments differed considerably 
in 1980. In Denmark and the United Kingdom there 
was a decline in GDP while in Austria, Italy and 
(especially) Finland there were relatively high rates 
of growth. For 1981, most countries expect growth 
rates within the range of plus and minus one per cent. 
These modest forecasts reflect the continuation of 
restrictive policies, while the similarity of country 
developments reflect the feeling that in the present 
circumstances no country can go for growth by itself. 
The locomotive strategy, which played a positive role 
after the 1974-1975 recession, is hardly applicable at the 
present time as there is no major country (in western 
Europe or in North America) which enjoys simultaneously 
a low inflation rate and a comfortable balance-of-payments 
position. 


In contrast with developments in 1974-1975, the 
present recession is deeper in southern Europe than in 
either industrial western Europe or North America. 
Attempts to follow expansionary policies have met with 
increasing difficulties in these countries where the oil 
bill now represents an exceptionally high proportion of 
their total exports. Southern Europe did not participate 
in the output revival which occurred in industrial western 
Europe in 1979, and 1980 GDP in Greece, Portugal, 
Spain and Turkey, taken together, rose by less than one 
per cent. Inflationary forces were particularly strong and 
the foreign deficit (in terms of GDP) was much larger 
than in industrial western Europe. Only a moderate 
recovery is expected in 1981. 


In the United States, the current recession appears to 
be shorter than in western Europe. It lasted only one 


GDP and industrial production in western Europe and 
North America 


(Annual percentage changes, in volume) 


Gross Gross fixed Private 
domestic capital consump- _—_ Industrial 
product formation tion production 
Industrial western Europe * 
(ERE Ав S53 3.6 3.6 4.9 
L980" ewes Cee cae 1.5 20 1.6 0.5 
ди ние 0.2 —1.0 0.8 —2.0 
Southern Europe ° 
19.79%, зи eta ts | 1.5 —=il57/ 1.6 1.9 
HO SO cela. de eer ees 0.8 =I) 0.8 1.3 
О А Е 2.8 40 aS ae 
North America ¢ 
TOTO eer. SR. м 3.1 3.3 2.8 4.4 
1980 GOSS SAE © —0.4 —6:5 0.2 555 
Е ОИ 1.7 0.4 * 1.3 1.5-2.5 * 


а Austria, Belgium, Denmark, Finland, Federal Republic of Grmany, Ireland, 
Italy, the Netherlands, Norway, Sweden, Switzerland and the United Kingdom. 


> Aggregation of national forecasts. 
© Greece, Portugal, Spain and Turkey. 
4 Canada and the United States. 


quarter in terms of GDP (the second quarter of 1980) 
and two quarters in terms of industrial production (the 
second and third). In the last quarter there was a recovery 
in output which was stronger than generally expected 
(GDP rose by about 4 per cent, at an annual rate), but 
short-term prospects are uncertain and largely depend 
on the implementation of the policy measures announced 
by the new Administration. According to forecasts 
prepared by the previous Administration, GDP was 
expected to increase by 1.75 per cent between the last 
quarter of 1980 and the last quarter of 1981. 


On the face of it, the present recession appears milder 
than the previous one (1974-1975) in both western 
Europe and North America. However, when the com- 
parison is not limited to the years 1980-1981 and 1974- 
1975 but is extended to cover the period of a full cycle, 
the smaller present decline appears more as the mirror 
image of a more moderate cyclical upswing. This 
narrower cyclical variation is entirely due to fixed 
investment which displayed (especially in western 
Europe) very little dynamism after the 1974-1975 
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recession. There are at present few indications of any 
sizeable revival of investment in the near future. 


The marked slowing-down in output has led to a 
disturbing increase in unemployment. Between December 
1979 and December 1980 unemployment rose by 1.8 
million persons in industrial western Europe. The most 
recent developments are not yet known for all countries 
of the region, but those that are indicate a further 
acceleration. The recent upswing in unemployment 
started from much higher levels than in the previous 
recession, and in the winter of 1980-1981 unemployment 
reached about 7:5 per cent of the labour force. In 1980, 
in contrast with developments in previous years, unem- 
ployment grew faster for men than for women and there 
was a much larger contribution to the total increase of 
men in the central age group (25-49 years). The reduction 
of employment could no longer be accommodated only 
by such devices as early retirement or postponement of 
the recruitment of young people. The weakening of 
demand has coincided with a particularly large increase 
in the potential labour force—because of past trends in 
fertility—which is estimated to be increasing at present 
by more than 1 million persons a year in industrial 
western Europe. For 1981, total employment is likely 
to decline somewhat on present policies. 


The deterioration in the terms of trade has led to a 
large deterioration of the foreign current accounts of 
western Europe. For industrial western Europe, the 
deficit rose from about $17 billion in 1979 to $50 billion 
in 1980, that is, from 0.6 per cent to 1.6 per cent of GDP. 
In southern Europe it rose from 1.3 to 2.9 per cent of 
GDP. An opposite development took place in North 
America where the large deficit of 1978 ($18.5 billion) 
was turned into a small surplus in 1980. Since 1978 
exports in volume terms were much more dynamic than 
imports, while in western Europe imports grew faster 
than exports in 1979 and virtually at the same rate in 
1980. For manufactures alone, it would appear that 
imports have continued to increase faster than exports 
(in percentage terms) also in 1980. Rates of growth of 
both exports and imports decelerated sharply during 
the year. 


Current balance of payments 
(Billions of current US dollars) 


A = Including government unilateral transfers 
B = Excluding government unilateral transfers 


1978 1979 1980 


Industrial western Europe 


Tne, UN hago ео 17.23 — 16.95 — 49.5 

Ве И BM 30.51 —1 0:75 2 
Southern Europe 

TV С ИВА а 18 == Sill 11.5 

В Re ae ee eas =p 555 a6 
North America 

ких Paced — 18.64 — 4.96 3.4 

Bier tec ae reece. oes =): 0.02 


As market forces look so weak, any recovery will 
have to be policy induced. The implementation of anti- 
inflationary strategy is currently based, particularly 


in the large countries, on monetary policy and, more 
specifically, on the control of money supply, targets for 
monetary aggregates normally being set some percentage 
points below the expected rate of inflation. Operating 
in a medium-term perspective, variations in the money 
supply are assumed to exert a definite influence on prices. 
Falls in employment and output are considered as 
unfortunate but only temporary hardships which are 
necessary for restoring a healthy basis for self-sustained 
growth. 


Two major question marks hang over present monetary 
strategy. The first concerns the very possibility of 
reducing current inflation rates to desired levels in a 
period which is not excessively long. A protracted period 
of cooling-off and repeated postponement of the date 
when the target is to be reached.are likely to increase 
resistance to continuous restrictive policies and cause 
policy changes before the monetarist prescription has 
been fully tested. Second, the present strategy is based 
on the belief that inflationary expectations must be 
crushed as a pre-condition of steady expansion and, 
given appropriate policies, will not revive. This belief— 
admittedly a crucial point for the success of the present 
strategy—is based on a judgement of social behaviour 
and cannot be proved or disproved on the basis of 
statistical (or even historical) evidence. At present, 
expansionary policies are ruled out because of the feeling 
that they would be quickly followed (if not preceded) by 
a resumption of inflationary spirals. How fundamental 
changes in this area can be achieved in a not-too-distant 
future remains rather nebulous. 


If an assessment of the outcome of the present 
monetarist strategy in the medium term can only remain 
speculative, some short-term effects have already appeared 
with a certain clarity. Some of them are not easy to 
reconcile with the proclaimed central targets of monetarist 
policy while others add a further involuntary element of 
restraint and thus operate to deepen the present recession. 
One consequence of the adopted strategy has been a 
widespread escalation of interest rates which have now 
reached very high levels, particularly in the United 
States. The levels prevailing there have exerted a 
depressive effect not only on the United States’ economy 
but also on western Europe where governments have 
been forced to adopt policies that are more stringent 
than might have been justified by their domestic situation 
alone. This appears to be the case particularly for the 
Federal Republic of Germany where imbalances both 
on the current and capital accounts have redirected 
monetary policy to the defence of the exchange rate. 
In turn such developments have restricted the scope for 
manceuvre in other west European countries and especially 
in those that have close economic relations with the 
Federal Republic of Germany like Austria, Switzerland, 
Belgium and the Netherlands. The continuing high 
levels of real interest rates in many countries may lead 
to a larger decline in fixed investment than is currently 
forecast for 1981. 


Fiscal policy has been subordinated, in this strategy, 
to monetary policy and efforts are being made to reduce 
government borrowing requirements so as to alleviate 
the upward pressure on interest rates. Fiscal policy is at 
present being operated in a medium-term perspective 
in an increasing number of countries, the central aim 
being a reduction in the public sector’s deficit: its stance 
is therefore already restrictive. The need to alleviate the 
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upward pressure on interest rates adds a further element 
of restraint. 


Because of the dominating role attributed to the 
quantity of money as a factor affecting prices, a number 
of countries in 1979 and 1980 made substantial increases 
in indirect taxes in the belief that their inflationary impact 
would only be temporary. However it is legitimate to 
argue that increases in indirect taxation place another 
obstacle in the path towards lower inflation and that 
their effect on inflationary spirals is neither transient nor 
minor. 


Another consequence of the predominance given to 
the control of the money supply as the central instrument 
for curbing inflation is the relaxation of efforts in the 
field of incomes policy, particularly for tax-oriented 
incomes policies owing to their impact on government 
budgets. It is true that incomes policies during the 1960s 
and early 1970s are not considered to have been very 
successful; but national experiences differ in this field 
as widely as national inflation rates. In some countries 


(for instance the central European and the Scandinavian 
countries) some form of incomes policy has been deeply 
engrained in their wage-setting mechanisms for many 
years. The operation of incomes policies is obviously 
more difficult in present conditions of stable or declining 
real incomes; but their virtual abandonment by many 
governments may well imply still tighter monetary 
policy and an exacerbation of social conflict. 


The policy orientations discussed in this chapter (and 
particularly in section 4) by no means imply a simple 
return to the general demand management of the 1960s 
and 1970s. The obstacles and the difficulties which that 
policy encountered have not disappeared and are probably 
even greater at the present time. The rigidities which 
beset most industrialized market-economy countries 
cannot be eliminated by a single stroke of policy. The 
widespread aspiration towards a new and sustained 
pattern of economic development requires a policy mix 
which is more articulated and selective than in the past 
and even more so than in the present monetary strategy. 


1. OUTPUT, DEMAND AND EMPLOYMENT 


(i) The present and the 1974-1975 recession 


For western Europe as a whole, the upswing which 
started at the beginning of 1978 lasted until the first 
quarter of 1980. In that period (eight quarters) industrial 
production rose by 10 per cent, that is, at an annual rate 
of about 5 рег cent.1. This was a modest increase com- 
pared with previous cycles, especially as the 1978-1979 
expansion came after the deep 1974-1975 recession and 
the 1977 mini-recession. In the first quarter of 1980, the 
pre-recession peak (second quarter of 1974) had been 
surpassed by only 11 per cent, implying an annual growth 
rate of about 1.7 per cent. 


However, the expansionary phase which started at the 
beginning of 1978 lasted longer than was generally fore- 
seen. The prevailing view at the beginning of 1979 was 
that the second round of oil price increases—which began 
at the very end of 1978—would affect output in the course 
of that year and a downturn in the second half was 
confidently predicted. In fact, output and domestic 
demand continued to increase up to the first quarter of 
1980, largely because household consumption was mo- 
mentarily supported by a sizeable decline in the savings 
ratio. The downturn for western Europe as a whole and 
for most individual countries came in the second quarter; 
and by the last quarter of 1980 the (estimated) level of 
industrial production was 414 to 514 per cent lower than 
in the first. 


Data on production changes for western Europe as a 
whole by major industrial branches are available only for 


1 Reference is made to industrial production as quarterly GDP 
data, seasonally adjusted,are not available for the region as a whole. 
For the sake of comparison, the same variable is also used for North 
America. 


the first two quarters of 1980 (table 1.1.1) and therefore 
cannot give a complete picture of the present recession’s 
effects on the various industries. In the second quarter, 
the production decline relative to the first quarter was 
deepest for chemicals. This branch typically shows large 
cyclical variations and rose faster than all the other 
major branches in 1979. The output decline in the first 
quarter and the partial recovery in the second for basic 
metals reflect prolonged work stoppages in the United 
Kingdom. The situation in this branch deteriorated 
sharply in the second half of the year; changes in steel 
production appear to be much more modest in the present 
than in the 1974-1975 recession reflecting similar move- 
ments in stockbuilding and fixed investment.” The decline 
in metal-using industries was relatively moderate in the 
second quarter and this development conforms quite 
closely to previous cyclical experience as this branch 
follows with a time-lag the cyclical variations in the other 
major industrial branches. 


After the 1974-1975 recession, cyclical developments in 
North America took a somewhat different course from 
those in western Europe. On that side of the Atlantic, 
the 1976 recovery continued in 1977, 1978 and the first 
months of 1979. In the first quarter of 1979 the level of 
industrial production was 34 per cent higher than in the 
first quarter of 1975 (the trough of the recession) and 
16 per cent higher than the pre-recession peak (third 
quarter of 1974). However, there was no further increase 
after the first quarter of 1979 because of the severely 
restrictive policies which were adopted in the United 
States late in 1978 to “defend the dollar”, curb inflation 
and redress the current balance of payments. The down- 


* Steel output declined by 31 million tons in western Europe in 
1975 while for 1980 the decline is estimated at 11 million tons. 


TABLE 1.1.1 


Industrial production by major branches in OECD west European countries combined 
(Percentage changes over the preceding period) а 


—_—_— ee Cerro аао—одоэжжж„АЗА/ЧА/А/А/А_ 


1979 1980 
Branch 1978 1979 Qi Q2 Q3 04 Ql Q2 Q3 

Е о ИЕ ee 
Food, beverages and 1обассо...... 3.5 в — 0.5 0.8 2.5 — 0.9 SIE 
Textiles, clothing and leather. . . . . . 194 4.4 1.3 0.9 0.2 0.9 = 228 | 
ФИО < ИО, Зе я 3.5 7.0 1.1 2.8 0.9 0.2 — —3.8 
Basiczmetalsie о о ea ee 3.2 5.9 PLY 12 93 0.9 —4.2 1.8 
Metal products, machinery and еашр- 

SATUS © 35, Е epi ok aces 0.9 3.6 —0.8 eS ey 27 0.8 Sle 
Total manufacturing”. . 2... 1.4 в =09 79 F209 0.9 Le ЗВ, 
Mining and CURRIN Б 405 6 ово 4.9 11.4 5.6 4.1 1.5 ie) 2.3 = 3.0 = 1.5 
Electricitysand! ва enna 4.8 6.3 6.0 —3.0 1.0 0.6 1.6 —2.4 = 0.8 
Total industrial production. ..... . 1.4 4.9 0.9 1.7 0.9 0.8 1.7 =) = 2.5 


Source : OECD, Main Economic Indicators, February 1981 and direct communi- 
cation from OECD. 


< Quarterly data are seasonally adjusted. 
© Including branches not shown separately. 


turn in industrial production (and GDP) also started т 
North America in the second quarter of 1980: the fall 
was steeper than in western Europe but also shorter. It 
lasted for two quarters with an actual decline of 7 per 
cent. In the last quarter there was an upturn, which 
was much stronger than generally expected.? As in pre- 
vious cyclical swings, the output decline was much more 
severe for materials (11 per cent between the first and the 


3 In terms of GDP, the recession lasted for only one quarter: 
between the second and third quarters there was an increase of 
2.4 per cent (annual rate). 
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third quarters) than for products (4 per cent). In this 
latter group, the fall was large for consumer durables 
and only minor for non-durables. Automotive products 
fell by nearly 12 per cent between the already depressed 
first quarter and the second quarter with rising pro- 
duction thereafter; however, year-end production (on the 
basis of preliminary estimates) was still about 24 per cent 
below the 1979 average. 


_How does the present recession compare with the pre- 
vious one? Annual changes in GDP and industrial pro- 
duction in two periods for western Europe and North 
America are shown in the following text table: 


GDP (A) and industrial production (B) 
(Annual percentage change) 


1970- 1976- 
1973 ® 1974 1975 1976 1979 # 1980 1981 1982 
Western Europe 
At gst, Marte doy fe": 4.6 21 —2.0 4.5 2.8 1.5 0.2 
Bas сми? Л. 4.7 7 65 7.0 3.0 0.5 —2.065 
North America 
Veoh ЗИ АР 5.0 _ 0.8 — 0.8 5.6 3.8 — 0.4 7 
Bes Paes ot tit: 6.5 -0.1 — 8.6 10.3 5:2 —3.5 1,5-2:5* 


Note: As stated in the text, it was expected, at the beginning of the new round of ой price increases, that 1979 would have been, in 


cyclical terms, the parallel of 1974 (and 1980 the parallel of 1975) as the beginning of the downturn was expected in the second half of the 
year (in the previous recession it started in the third quarter of 1974). The trough of the recession was expected for the mid-1980s (the 
previous recovery started in the last quarter of 1975). In fact, it looks more appropriate to compare 1979 with 1973 (two years of continuous 
growth) and 1980 with 1974 (the two years when the downturn started). 


“ Annual averages (for the years 1971, 1972 and 1973; and 1977, 1978 and 1979, respectively). 


» Aggregation of national forecasts. 


It is sometimes claimed that the present recession is 
milder than the 1974-1975 one; and part at least of this 
alleged difference “for the better” is credited to the present 
policy strategy. However, the two recessions have to be 
put into their own proper background. First, the 1973 
increase in oil prices was very concentrated in time. Oil 
prices rose fourfold in a few months. The second round 
of oil price increases was much more gradual and stretched 
over one-and-a-half years from the end of 1978 to the 
first half of 1980. Consequently, the impact on prices 
and real domestic demand was much less abrupt. Second, 
the massive oil price increase which occurred at the end 
of 1973 hit the industrialized market-economy countries 
in the middle of a traditional cyclical upswing. 1973 was 
a typical boom year with stretched resources and output 
bottlenecks: GDP rose by 6 per cent in western Europe 
and by 5.5 per cent in North America, and industrial 
production by 7 and 81 per cent respectively. The oil 
shock precipitated and transformed into a severe recession 
what might otherwise have been a normal cyclical down- 
turn—a deceleration in the growth rate. By contrast, the 
gentle expansionary phase of 1978-1979 left a consider- 
able amount of slack in western Europe. In North 
America, 1979 was a flat year for output. 


Thus, the statement that the present recession is milder 
than the previous one has to be duly qualified. It is true 
that in 1975 there was a decline in west European GDP, 
while no decline is expected in 1981 ; but, if the comparison 
is extended so as to encompass two years in each case 
(1974 and 1975; 1980 and 1981) the difference between 
the depth of the two recessions becomes quite small. 


This is so because, if 1981 is likely to be somewhat better 
than 1975, 1980 compares unfavourably with 1974. What 
has been said for GDP also applies to industrial produc- 
tion though, as could be expected, cyclical variations are 
larger for the latter than for GDP (see text table above). 
In North America, in contrast, both 1980 and (on the 
basis of present forecasts) 1981 compare favourably with 
1974 and 1975 in terms of GDP. However, when the two 
recessions are seen against the background of their pre- 
vious cyclical upswings,‘ the smaller 1980-1981 decline (in 
comparison with 1974-1975) is seen to be a reflection of 
the more modest expansion in both regions in 1976-1979. 
Finally, it is far from likely (as is argued in the fourth 
section of this chapter) that, on present policies, there 
will be—at least in western Europe—a rebound in pro- 
duction in 1982 of the same dimension as in 1976. Thus 
the present recession might be “less deep” but more 
prolonged than in 1974-1975, reflecting a narrower cyclical 
variability around a very low growth trend, rather than 
a greater resilience to shocks. 


A comparison of the cyclical swings in western Europe 
and North America in the 1970s reveals both similarities 
and differences. Broadly speaking, cyclical developments 
were not very different in the two regions. However, the 
economies of the United States and Canada displayed a 
greater cyclical variability. Secondly, a recovery of pro- 
duction has already started in North America (in the last 
quarter of 1980) while this is not the case for western 


4 The expansionary periods chosen for the comparison are 1970- 
1973 and 1976-1979. 
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Europe. Thirdly, the North American economies dis- 
played considerably greater dynamism in the 1976-1981 
cycle than the west European ones. Looking beyond cyc- 
lical fluctuations, it appears that the margin which western 
Europe had over North America in terms of growth ratse, 
in the 1950s and 1960s, disappeared in the 1970$. 


The less pronounced variability displayed by the econ- 
omies of western Europe and, to a lesser extent, also by 
North America in the present cycle compared with the 
previous one, is essentially due to stockbuilding and fixed 
investment. Annual variations in gross domestic fixed 
capital formation are shown in the following text table: 


Fixed inyestment 


(Annual percentage change) 


1970- 


1976- 


1973 а 1974 1975 1976 1979 а 1980 1981 1982 
Western Europe .... . 4.6 = Dit —4.0 р 2.5 Boil SO 
North America ..... 6.9 —4.7 = Oil 6.0 5.6 — 6.5 0.4 * 


а Annual averages as in previous text table. 
> Aggregation of national forecasts. 


Fixed investment, which had increased by about 
14 per cent in western Europe between 1970 and 1973, 
rose by only 7.5 per cent in the 1976-1979 period (less 
than private consumption). There was a further increase 
in 1980 and only a marginal decline is projected for 1981. 
However, when the two full cycles are compared (1970 
to 1975 and 1976 to 1981) the growth rate of fixed invest- 
ment is very much the same—about 10 per cent in both 
quinquennia: the smaller decline in 1980-1981 compared 
with 1974-1975 is offset by a smaller increase in the 
1976-1979 upswing than in 1970-1973. In North 
America, the cyclical variability of fixed investment 
was larger than in western Europe in both cycles. As 
in western Europe, the fall was less in the present than 
in the previous recession but the underlying trend seems 
to be more vigorous. Fixed investment rose by about 
7.5 per cent in the first quinquennium (1970 to 1975) 
and by about 10 per cent in the second (1976 to 1981). 


Household expenditure in real terms behaved in much 
the same way in both recessions. In North America, 
private consumption rose, on average, by about 0.5 per 
cent per year in 1974-1975 and a similar rate is estimated 
for 1980-1981. If there is a difference in terms of growth 
rate, this seems to be in favour of the previous recession. 
For western Europe, the growth rate of private con- 
sumption is estimated at about 11 per cent per year 
both in 1974-1975 and in 1980-1981.° 


(ii) Output and demand patterns 


OUTPUT 


Among the west European countries GDP rose fastest 
in Finland for the second consecutive year, with an 
increase of 5.5 per cent in 1980 compared with more 
than 7 per cent in 1979. Belgium, the Federal Republic 
of Germany, Ireland, the Netherlands and probably 
France grew less than 2 per cent. The marked fall in 
GDP growth between 1979 and 1980 was fairly general, 


5 Real disposable income grew less in the present than in the past 
recession in both regions but this more modest increase was offset 
by stable or declining savings ratios which had increased in 1974- 
1975. 


the exceptions being Switzerland and Norway (in the 
latter only because of a sharp increase (29 per cent) 
in oil production). In Switzerland exports and some 
revival in residential construction were the main sup- 
porting factors. In contrast, output growth was negative 
in Denmark and the United Kingdom as a consequence 
of stringent policies designed to curb inflation in the 
United Kingdom, and both inflation and a foreign 
deficit in Denmark. Changes in industrial production 
were larger than those in GDP, but the country pattern 
is very much the same (table 1.1.2). 


As shown in the following text table, the decline of 
industrial production between the first and the last 
quarters of 1980 for most countries feil in the range 
of 4 to 6 per cent. The only exceptions are Finland (where 
the decline started in the last quarter) and the United 
Kingdom where the fall was much larger than elsewhere. 
In Italy and the Netherlands there was some rebound 
in production in the last quarter relative to the third 
when the fall in output had been particularly steep. 
In the United States, the pre-recession level (third 


Industrial production in 1980 
(Index numbers, first quarter 1980 = 100)? 


Country Q2 Q3 04 
Altria, 24. ЗОО 99.8 98.7 99.0 
Belgium. 2 eee Ge eee 98.3 95.0 95.8” 
Finkindiie. Ae. Sera e. 103.9 107.3 104.3 ° 
France:):,. смени р 97.1 97.8 ~ 
Germany, 

Federal Republic of 98.4 95 94.6 
Treland) с т ae ean 98.3 93.4 pa 
ау tee crane ee ate 97.3 89.9 94.4 
МЕ 3 Ga ge des cs 97.4 93.6 96.0 
Norway: 2.) s ce. ИЕ 99.7 98.4 96.1 
Sweden sn sc) АНИ в 92.8 98.8 95.8 
АЕ eee 97.4 97.4 т 
United) ооо en 97.0 94.1 92.4 
Canada п чм. Ум м 97.4 97.2 99.8 5 
Ч 9 Бао ды с 94.9 93.2 97.8 


Cr 
Source : National statistics and OECD, Main Economic Indicators, Paris. 
@ Seasonally adjusted. 
> October-November, 
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TABLE 1.1.2 


GDP and industrial production 


(Annual percentage change) 
Е ee ee 


GDP Industrial production 8 
197. - 

Country __ ioe 1979 1980 1981 а г |) 1979 1980 
Е И ee 
Austria Recs es ont 6.0 2 55 3.6 = 05 6.9 28) 6.3 4.6 
Rel pia re 5.4 2.4 2.4 1.4 fe 4.6 1.0 4.7 1.0* 
Denmarkee 2 2 -.-— в 3.9 1.9 35} = 11-10) —0.9 о aca oe 
Finland's es о. 6.1 1.4 Med, 555) 3.0 8.2 6 10.5 6.0 
ао а. 5.6 2.8 Bee 2.2 1.6 6.0 4.7 
Germany, Federal 

Republic of 4.4 2.1 4.5 1.8 = 0.5 4.7 1.1 5.1 0.5* 
Е пы © 4.0 4.0 1.9 1.8 5.6 4.3 6.7 les 
tal yen оч. 4.2 2.2 5:0 95 — 5.1 Dal 6.6 5.5 
Мефейана ..... 5.0 725) De 1.0 —- 6.7 1.8 2.8 — 
огуау а. 4 9. 4.0 4.6 3 4.1 1.0 5.3 5.1 6.9 6.5 
ее. 2.5 1.4 в 22 0.7 4.4 — 0.9 6.6 0.5 
Зулренапа те ... 4.2 =O) 722 3.0 0.3 4.5 = 1h{0) 2.0 555) 
United Kingdom 95 153) hes —1.4 =) 27 0.7 Sail —7.0 
Canada ле = ом. 5.8 38) 27 = 10 1.0 6.1 1.9 4.7 = 210% 
tnited States о aise. 3.5 2.6 2.8 —(0).8} G7 4.1 2.6 4.4 —35 


Sources: For GDP: appendix table; for industrial production: national statistics. 


@ Projections. 


> Data for Austria, the Netherlands, Norway, Sweden, the United Kingdom, Canada and the United States are adjusted for irregularity in the 


number of working days. 


quarter of 1979) had been virtually regained by the last 
quarter of 1980 while in Canada the difference was 
no larger than 2 per cent. 


The development of the major industrial branches 
in 1979 and 1980 in the individual west European countries 
is shown in table 1.1.3.6 Between the third quarter 
of 1979 and the third of 1980 (data for the last quarter 
of 1980 are not yet available), the food industry displayed 
less cyclical variability than total manufacturing in all 
countries, and output continued to increase between 
the third quarters of 1979 and 1980 though at a lower 
rate. However, there was a sharp acceleration in 
Switzerland, while the United Kingdom was the only 
country to witness a decline. Cyclical variability was, 
by contrast, very large for another typical consumer 
industry, namely textiles. The figures in table 1.1.3 
may convey a somewhat exaggerated impression in this 
respect as cyclical fluctuations in textiles, if they are 
not usually very large, typically anticipate the cycle for 
manufacturing as a whole; but textile output rose rela- 
tively fast between the end of 1978 and the end of 1979— 
as fast or faster than total manufacturing output—one 
possible reason being anticipatory buying (associated 
with a decline in the savings ratio, which was a prevailing 
feature in western Europe towards the end of 1979). 
Developments in the transport equipment branch differed 
widely among countries largely reflecting differences 
in output structure. In the United Kingdom, output 
had already declined in the second half of 1979 compared 
with the corresponding period of 1978, and the decline 


6 The table compares the last and the third quarters of 1979 and 
1980 with the corresponding quarters of the previous years. Relative 
branch growth rates and structural changes in the west European 
manufacturing industry since 1970 are examined in chapter 4 of 
this Survey. 


became much steeper in 1980. On the whole, output 
developments for this branch in 1980 were relatively less 
favourable in those countries where it is dominated by 
the motor car industry.’ 


Cyclical fluctuations appear so far to have been rela- 
tively narrow for engineering. Between the second half 
of 1978 and the second half of 1979, the engineering 
industry (that is, electrical and non-electrical engineering 
taken together) had not expanded faster than total 
manufacturing in most countries. To a large extent this 
rather unusual behaviour, compared with previous 
cyclical upswings, reflects the sluggishness of investment 
demand in 1978-1979. On the basis of past cyclical 
experience, it is likely that the engineering industry will 
bear, with a certain delay, the brunt of the present re- 
cession. In 1980, output generally continued to rise in 
these two branches (taken together) although at a lower 
rate. In Belgium and the United Kingdom, however, 
there was a decline. The large cyclical variability for 
basic metals and chemicals for western Europe as a 
whole occurred in virtually every country individually. 
In most of them production fell—sometimes by a large 
amount—between the third quarters of 1979 and 1980. 


DEMAND 


(a) External demand provided very little contribution 
to output expansion in the industrialized west European 
countries as a whole in 1980. Exports of goods and 
services at constant prices rose virtually pari passu 
at about 3.3 per cent, much less than in 1979. Changes 


7 Comparisons for Italy are distorted by the prolonged strikes in 
1979, while 1980 figures for France (quarterly index numbers) are 
available only for the first two quarters. 
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in real trade balances with the various outside markets 
virtually cancelled one another out and the general 
weakening of domestic demand in western Europe led 
to an even greater slowing down of intra-trade.§ Owing 
to the limited extent to which foreign demand can be 
replaced by domestic demand in individual countries 
in the short run, a deceleration of intra-trade is bound 
to have a deflationary effect on the economy of the 
region, as was in fact the case in 1980. Furthermore, 
as far as can be judged from still fragmentary data, 
imports of manufactured goods into western Europe 
grew faster than exports, and faster than total imports, 
which decelerated sharply partly because of lower 
stockbuilding (and actual de-stocking in some countries). 
Foreign demand in 1980 had a clear expansionary influ- 
ence only in a few small countries (such as Finland, 
Ireland and Switzerland) where exports continued to 
increase at a high or accelerated rate. For 1981 the 
aggregation of national projections yields for western 
Europe as a whole an export growth of no more than 
| per cent and virtual stagnation for imports. 


(6) In 1980, changes in stockbuilding were large enough 
to affect changes in total domestic demand only in a few 
countries, namely Italy and Sweden in a positive direction, 
and Ireland and the United Kingdom in a negative one. 
In the United Kingdom final domestic demand declined 
by less than half a percentage point, while total domestic 
demand (that is domestic demand including changes in 
stocks) declined by about 214 per cent (table 1.1.4). In 
Italy and Sweden, stockbuilding added about 1 per- 
centage points to the growth of domestic demand. Yet 
the time profile of the current stock cycle is very similar 
for these two groups of countries as well as for most 
other countries of the area. There was a fairly general 
tendency in western Europe for stockbuilding to increase 
faster than final domestic demand during part of 1978, 
all of 1979 and part of 1980 (a few months for most 
countries). Subsequently, the tendency was reversed and 


8 Trade developments are examined in some detail in section 3 
of this chapter. 
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there are no indications of a new turning point in the 
next few months. The inter-country differences which 
appear when comparing 1979 and 1980 on the basis of 
annual averages, reflect the relative strengths of the up- 
ward and downward phases of the cycle, as well as the 
moment at which the downturn began in i980. In 
Sweden, for instance, restocking started in mid-1978 and 
continued until mid-1980 when there was a reversal. 


1981 is expected to be another year of only small stock 
increase in most countries (a continuation of the tendency 
which began during 1980) and the effect of stockbuilding 
on changes in domestic demand should be small (half a 
percentage point or less). On the whole, changes in 
stockbuilding appear to be much more moderate in the 
present cycle than in that of 1974-1976. In the 1975 
recession de-stocking amplified downward changes in 
final domestic demand by 2 to 3 percentage points (and 
by more in some small countries such as Ireland and 
Switzerland), while a sharp reversal occurred in 1976. 


(c) In western Europe as a whole and in most individual 
countries, all the major demand components weakened 
in 1980 compared with 1979, but the deceleration was 
smaller for fixed investment than for private consumption. 
An opposite development is expected for 1981 when, on 
the basis of aational forecasts, fixed investment should 
decline by 1 per cent while private consumption should 
still increase. 


There were considerable inter-country differences in 
investment in 1980. In five countries (Austria, Finland, 
Italy, Norway and Switzerland) there was an acceleration 
and in Belgium there was a shift (of very modest dimen- 
sion) from a decline to an increase (which was due to the 
dwelling sector). In Switzerland and Norway the accel- 
eration of fixed investment was associated with a similar 
increase in GDP while this was not the case in Austria, 
Finland and Italy where the investment performance of 
1980 reflects the strength of the 1979 expansionary up- 
swing (taking account of the traditional cyclical time- 
lags). In Finland, furthermore, the deceleration in the 
major demand components (and in output) started later 


TABLE 1.1.4 


Domestic demand, including and excluding stockbuilding 


(Annual percentage change, in volume) 


—eeeoere -?R kSxgKgKRee С СЧЗЧЗЧ/—„/Э—„——“’З А „„’„’„’„„З С. 


Including stockbuilding 


Excluding stockbuilding 


Country 1977 1978 1979 1980 198] а 1977 1978 1979 1980 198] а 
TRS) cee ey ES ot) 15 ee ег $3°° 95) 9a Foate eae 
В a ee в 160 ЗО 235 18 13 it Зее a 
Oca ee 02) BOS) 250 45 03 908 86335 ео 
И А о о 30 21S) SO ees 3.6 
а оо oo 1.0 1:5. 36659 № 15 
Germany, 

Federal Republic'or о пб м 30 дааа а 
И СИ 62 82 900 —52 42 100 26 bea £38 
ayes ae 05 19 15% 58 18 22 
Е и 50) чо а 02 $7 93.8 BE roe 105 о 
Noni es eee 250 бо 3.2 27 5.5 50 MEE ES 29 
Sweden tare, fat ks =39 =27 9°37 (29.04 | 266 а м we 0.4 
Switerlald’ ia tc. 22, os $136 ть 24 30 Be oa miss 14 
UinitediKinedom, . 2s -0.5 42 36 =25 . 10 а а ee 


Sources: As for Appendix table. в Projections, 
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than elsewhere. The growth of enterprise investment 
accelerated also in France, while public investment pro- 
vided a contribution to total fixed capital formation only 
in Sweden and, to a lesser extent, in Finland. In the other 
countries, public investment either declined or rose only 
fractionally, reflecting the generally restrictive policy 
stance (table 1.1.5). Investment in equipment in 1980 
continued to display a relatively better performance than 
investment in construction, probably reflecting the pre- 


TABLE 1.1.5 
Public and private enterprise investment 
(Annual percentage change, in volume) 


——————————— 


Private 
enterprise investment ” 


Public 
Country Year investment * Total Manufacturing 
Dentiark x. ee 1978 1.1 
1979 0.8 
1980 — 18.4 
1981 55 
а eee ee 1978 0.8 18:0 — 19.2 
1979 0.8 9.8 17.9 
1980 4.0 173 40.0 
1981 2:5 11.4 15.0 
РЕ оо 1978 2 2.0 = 
1979 iby 2.4 = 0-1 
1980 1.0 4.0 
1981 2.0 1.0 
Germany, Federal Re- 
DUOC Of My. eevee to 1978 6.0 6.6 —0.9 
1979 6.4 9.6 11.0 
1980 2.4 3.6 9.0 
1981 Hs) —2.4 КО 
Па а. Tho. 1978 —3.6 — 0.1 — 3:8 
1979 2.9 6.1 10.5 
1980 
1981 
Netherlands ‘ 1978 ds) 6.2 4.0 
1979 555 3.8 1.2 
1980 1.0 —2:0 
1981 2:0 —4.0 
INGE WAVE get site. nae 1978 —4.6 —25.5 — 14.6 
1979 Fifer —142 23 
1980 “ * — 6.7 7:7 20.0 
1981" —=3.2 5.5 2.0 
Це: ее 1978 — 22.9 — 19.4 
1979 0.7 10.7 7.0 
1980 8.2 0.7 16.4 
1981 Mel 0.8 2.8 
United Kingdom”. . . 1978  —10.6 —8.4 13.4 
1979 —3.4 Bes 53 
1980 —1.6 2.3 —8.8 
1981 — 6.6 = jsp — 14.3 


Sources: As for appendix table; for the United Kingdom: NIESR, National 
Institute Economic Review, London, November 1980. 


а Public administration and public enterprises, unless otherwise stated. 

ь Mainly private enterprises, excluding dwellings. 

© “Enterprise investment in manufacturing’ refers to “industry”. 

а “Public investment’’ refers to “рибИс administration” only. Public enterprises 
are included with private enterprises. E 

¢ “Enterprise investment in manufacturing” refers to “industry and construction”. 


‘Enterprise investment’’ includes ships and oii exploration (the percentage 
changes excluding ships and oil exploration are: 1978 — 1.3; 1979 — 1.9; 1980. — 
2.8; 1981 — 4.1). 

9 Enterprise investment in manufacturing includes mining. 

fron and steel is included with public investment. 


dominance of the rationalization motive in current 
investment activity. 


(4) For western Europe as a whole, household con- 
sumption in real terms rose by about 1.5 per cent in 1980 
(compared with 3.6 per cent in 1979) and is expected to 
rise by less than 1 per cent in 1981. It rose most in Italy 
(4 per cent) where the growth of domestic demand spilled 
over heavily into imports. In Finland there was an 
increase of 3 per cent, but a decline in Denmark and 
Ireland. Private consumption increased between 0.3 per 
cent (Sweden) and 2.5 per cent (Switzerland). 


The main factors affecting private consumption (pri- 
mary incomes, government net transfers, real disposable 
income and household savings) are known for too few 
countries in 1980 to allow firm generalizations. However, 
some indications can be derived from the data in table 
1.1.6. Because of restrictive policies, the prevailing tend- 


TABLE 1.1.6 


Household income and savings 


A = Primary income: annual percentage increase 
B = Disposable income: annual percentage increase 
C = Real disposable income: annual percentage increase 
D = Savings as percentage of disposable income 
Country 1978 1979 1980 
Finland 
NOR ФОТ SRG ck SF 6.0 13.5 17.6 
BL Fn}, Cees. cals, 2 12.1 14.1 15.0 
Cot ee abet СХ 4.1 57 3.1 
Пк оещемесяь. ВО 5 7.3 7.9 6.7 
Егапсе 
As: et ee dee И 14.3 12.4 15.1 
Big ih ee ae 14.3 12.6 14.1 
ое eee 5.1 1.9 0.5 
| DRS eet a Ee oe 17.8 16.7 15.6 
Germany, Federal Republic of 
о out. Roe 6.5 8.1 halts 
BigP имо see 6.6 7.9 7.4 
Cav tort ео 3.7 3.8 1.8 
ГИ Е ео 12.5 ИЗ: ИЗ 
Italy 
Ан. ete, See fh, 17.0 19.5 23.0 
В озер, Зи ее 19.0 20.1 22.0 
фр ее член 5.4 4.4 1.0 
Г АРС Die 26.9 23.8 
Netherlands 
Aves, ата tye ye 7.6 5.9 5.59 
ВЕ силы еле 8.0 5.8 
"и ое 35 1.2 
я Не. 72.3 11.4 
Sweden 
А о a Fs Taped 9.7 11.8 
BA sf RIN hated Rens 1 10.0 14.7 
Се Е о — 2.6 23 
ПРИ Но ол 4.1 АИ Def, 
United Kingdom 
Uy Git ма Ала С 14.9 16.3 16.7 
Я oat meen py een 17.6 18.6 17.3 
Gras ish. Heats, OMS 10.5 6.1 1.3 
А О 12.4 13.8 14.9 


Sources: As for table 1.1.5. 
“ Compensation of employees. 


ь Net savings. Gross savings Гог 1978 and 1979 as percentage of disposable 
income are: 8.9 and 9.3 percent. Gross savings figure is not available for 1980. 
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ency was for disposable income to increase less than 
primary income. This was the case in Finland, France, 
the Federal Republic of Germany and Italy, though not 
in Sweden and the United Kingdom. Fiscal policy re- 
mained rather liberal in Sweden in 1980 (see below in 
this section) while in the United Kingdom action to 
restrain private consumption took the form of an increase 
in indirect taxation rather than a reduction in net trans- 
fers; the increase of indirect taxation is one of the factors 
behind the sharp deceleration in real disposable income 
in this country between 1979 and 1980 (the increases were 
6.1 per cent and 1.3 per cent respectively). 


Changes in the savings ratio of households are affected 
by a number of factors and the final outcome is extremely 
difficult to predict. The provisional national accounts 
for 1980 indicate, on the whole, virtual stability or a 
small decline in the savings ratio in western Europe. 
For the countries of the European Economic Community 
a decline from 17.1 in 1979 to 16.6 per cent in 1980 has 
been estimated.1° Table 1.1.6 shows a decline for Austria, 
France and Italy and virtually no change for the Federal 
Republic of Germany. For Sweden and the United 
Kingdom an increase is reported. The few quarterly data 
that are available suggest that the household savings ratio 
was declining in most countries in the second half of 1979 
and the early part of 1980; subsequently, this tendency 
appears to have been геуегзе 4.11 In the United Kingdom, 
for instance, the savings ratio of households was very low 
in the first quarter, rose steeply in the second quarter and 
more moderately in the third quarter.!2 A tendency for 
savings ratios to increase during 1980 from the low levels 
prevailing in the first quarter is also reported for France. 
It is likely that fears of a further increase in unemploy- 
ment, unfavourable prospects for earnings, and some 
expectation of lower inflation are currently leading to an 
increase in household savings. 


(iii) Country cyclical positions 


It was argued above that, although growth rates of 
output differed considerably among the west European 
countries in 1980, a fairly general tendency is apparent 
in the sense of a marked slowing down between 1979 
and 1981. In the latter year most national growth rates 
of GDP are expected to remain within the range of 
plus and minus 1 per cent. These very modest rates 
essentially reflect the prevailing view among policy 
makers that fighting inflation should remain the central 
policy task for 1981 and that the control of the money 
supply should be the main instrument of policy.?8 
Furthermore, fiscal policy is set to remain restrictive 
in most countries and will not offset, inter alia, the de- 


® See section 4 of this chapter. 


10 Commission of the European Communities, Annual Economic 
Report 1980-1981, Brussels, November 1980. 


их The household savings ratio would thus have followed an 
Opposite movement to the changes in stockbuilding which rose up 
to the first half of 1979 and then slowed down or started to decline. 


12 Tf the household savings ratio in the last quarter of 1979 is 
made equal to 100 (seasonally corrected series), the index numbers 
for the first, second and third quarters of 1980 are: 77.4, 96.8 and 


107.7. Central Statistical Office, Economic Trends, London, January 
1981. 


| ts The most important single factor behind the resurgence of the 
inflationary forces in 1979 and 1980 was the new round of oil price 
increases ; however—as shown in last year’s Survey—an acceleration 
of inflation started in most countries before the effects of the new 
rises in oil prices were felt in the domestic economy. 


flationary effects stemming from the unspent receipts 
of the oil exporting countries (as it did not offset the 
worsened terms of trade in 1979 and 1980). The countries 
with high inflation rates are endeavouring to reduce 
them, while those with relatively low rates refrain from 
reflation because of the feeling that this could rapidly 
destroy their relatively comfortable position in this 
respect. There is no clear evidence (in contrast with the 
prospects for output) that the much sought after reduction 
in inflation rates is underway, except perhaps in a few 
countries.14 There is, on the other hand, a fairly wide- 
spread feeling among policy makers that expansionary 
policies might quickly be followed (if not preceded) by 
a reactivation of the various spirals (prices-wages; 
wages-prices; wages-wages; devaluation-domestic price 
rises, etc.) which feed the inflationary process.’® 


After the recession which followed the first oil shock, 
the United States, Japan and the Federal Republic of 
Germany were in a position to perform—in varying 
degrees—the role of “locomotive” as they emerged from 
recession with their balance of payments stronger than 
before and with relatively low inflation rates. Though 
complete success cannot be claimed for that strategy, 
high output growth rates in the United States and some 
expansion of domestic demand in the Federal Republic 
of Germany, as well as the Deutschmark revaluation, 
provided some stimulus to other countries’ exports. 
In present conditions there is hardly any scope for a 
similar approach. The very small inter-country differ- 
ences in the output growth rates expected for 1981 is an 
indication that no country feels that it can “run much 
faster” than the others. This constraint applies with 
particular force to the small countries, but it holds also 
for the larger ones because of the adverse effects on the 
foreign account of “going for growth” alone. In contrast 
with the situation in 1975 no country enjoys at present 
both a low inflation rate and a comfortable balance of 
payments position. 


The situation of the large countries is of particular 
relevance in this context as their policy orientations are 
obviously bound to affect economic developments 
in the whole area. The United States’ current balance 
of payments closed in surplus in 1980 and a larger surplus 
is forecast for 1981, but the country still has two-digit 
inflation. The Federal Republic of Germany has a 
relatively low inflation rate but a large deficit in the 
current account. In 1980, the United Kingdom had a 
large surplus on current account but inflation still domi- 
nates the stance of policy. The prominence given to 
the fight against inflation is obviously the central reason 
why the United Kingdom and the United States are 
following a policy of severe restraint (mainly through 
the control of money supply). Italy shared with Ireland 
and the United Kingdom the highest inflation rates 
among the industrialized west European countries in 
1980 and has, furthermore, a large current account 
deficit. Both inflation and the foreign account have been 
less threatening in France, but inflation is in two digits 
and, in contrast with the United Kingdom, there has 
been no slowing down in recent months. An expansionary 
policy is ruled out in order to prevent any further 
worsening in both areas. 


14 See section 2 of this chapter. 


} te An assessment of the present policy orientation is presented 
In section 4. 
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TABLE 1.1.7 


Current balance of payments and general government net financial savings 
(Per cent of СОР)“ 


с A ом мо у 


Current balance 
of payments ” 


1979 


Austria? <<! 2 tn so. =2.5 2.6 
Belgium). 4.413". —0.9 — 3.0 
Denmark.) алая dic — 2-6 — 4.5 
0 а Оо sce coe Ss 1.9 — 0.6 
О им 0.8 0.3 
Germany, Fed. Rep. of 1.4 — 0.8 
О АЯ — 2.6 — 10.1 
а о 2.4 1.6 
Netherlands ..... = —1.6 
Norway. sis slr. so i. = Sl =725 
ее seuss: he —0.3 — 2.6 
Switzerland. ..... aly? 2.6 
United Kingdom 0.4 —0.9 
Western Europe... 0.8 — 0.6 
(CATE ря Lith polled comma 21 — 1.9 
United States —0.7 — 
North America — 0.8 OY 


1980 
о I os Td 


—4.7 
=e! 


General government 
net financial savings 


1978 1978 1980 


-31 -34 -26 
60 -72 -82 
—3.7 95 
3.3 ka 1.0 2.0 
— 1.2 -23 - -08  -09 
19 -28 -30  -34 
7.0 -143  -128 -128 
-24 -106 -94 —85 
— 1.5 414 -514¢ —5.64 
1.6 02 -08¢ — 4.2е 
—4.0 -0.1 — -27 
— 0.6 4 - че 
1.0 -42  -33 -33 
— 1.6 
0.7 -38  -17  -09 
0.2 0.5 06 -04 
0.1 0.1 04 -04 


Sources; National statistics and secretariat estimates; IMF, International Financial Statistics, Washington, February 
7 


1981; national accounts of OECD countries 1961-1978. 
< GNP for the United States. 
> Including government unilateral transfers. 
© Balance of payments including Luxembourg. 


а Financing deficit of the government sectors according to the Central Plan concept. 
е For 1979 and 1980, the percentages excluding oil taxes are —5.2 and —5.0 respectively. 


Thus, the countries which in 1980 had already adopted 
severely restrictive policies are committed to continue 
with them in 1981, while those which had a more flexible 
approach now have little choice but to follow the pre- 
vailing pattern. Among the west European countries, 
the Federal Republic of Germany, France and the 
United Kingdom belong to the first group. 


In the Federal Republic of Germany the current account 
deficit rose from 0.8 per cent of GDP in 1979 to 1.9 per 
cent in 1980, and the balance-of-payments situation 
is becoming of central importance in policy making 
(table 1.1.7). The general government financial deficit 
increased only marginally in 1980 and therefore most 
of the worsening of the foreign account was reflected 
in the private sector of the economy (to a large extent, 
probably, in the enterprise sector). Official forecasts 
for 1981 (prepared in January) foresee either stagnation 
or a decline in GDP for the year as a whole. No revival 
is expected to begin before the second half. The mon- 
etary authorities feel that there is little scope for ma- 
neeuvre, particularly for a reduction in interest rates, 
as the current account deficit is large and capital out- 
flow—mainly a consequence of widening interest rate 
differentials in favour of the United States—is exerting 
a downward pressure on the Deutschmark. In February 
of this year, monetary policy was further tightened to 
defend the exchange rate and prevent imported inflation. 


For France, official estimates released at the beginning 
of October put GDP growth in 1980 at 2.2 per cent, 
and project a rate of 1.6 per cent for 1981. Owing to 


unfavourable developments in the last quarter and the 
depressed outlook for the industrialized market econ- 
omies, it is doubtful if this target can be reached.}* 
Industrial production did not increase at all in 1980. 
It declined between the beginning and end of 1980; 
and in the first half of 1981 is expected to remain flat. 
The current balance of payments deteriorated by an 
estimated 1.5 per cent of GDP between 1979 and 1980, 
while the net financial deficit of the general government 
remained virtually unchanged. Because of a strict fiscal 
policy, households’ disposable income is estimated 
to have risen somewhat less than their primary income 
and private consumption was able to rise by an estimated 
2 per cent only through a reduction in the household 
savings ratio. Fixed investment rose somewhat more 
than private consumption in 1980 but the opposite 
pattern is forecast for 1981 (as in many other countries) 
reflecting the time lag with which enterprise investment 
follows other components of final demand. 


In the United Kingdom, a tight monetary policy, a 
high exchange rate and an unfavourable business climate, 
led to a large fall in fixed investment. Private con- 
sumption rose 0.6 per cent but output growth was 
negatively affected by considerable de-stocking. A 
further, though smaller decline for output and the major 
categories of domestic demand is expected in 1981, 


16 The commission of the European Economic Communities 
(The European Economy, November 1980) has estimated for 1980 a 
GDP growth rate of 1.8 per cent and forecast for 1981 a rate of 
1.2 per cent. 
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when exports are also likely to decline (in contrast 
with 1980).17 


In Italy, the lira devaluation of late 1976 restored the 
competitive position of exports and fiscal and monetary 
policies became gradually more permissive in 1978 and 
1979. GDP rose fast in 1979 and in the first quarter 
of 1980. Partly as a consequence of a buoyant domestic 
demand and partly because the effects of the 1976 
devaluation were in the mean time eroded by inflation, 
the deterioration of the current account between 1979 
and 1980, amounting to about 4 per cent of GDP, was 
much greater than in either France or the Federal Re- 
public of Germany. The 1980 deficit is also considerably 
larger than in either France or the Federal Republic 
of Germany. As in these two countries, the financial 
deficit of the general government did not increase in 
1980 (in all likelihood there was some decline), and the 
foreign account deterioration was largely reflected in 
a large fall in the household savings ratio. Inflation 
is still proceeding at an annual rate of about 20 per cent 
per year and growth prospects are increasingly dependent 
on developments abroad. A new credit squeeze was 
introduced in February 1981 and it is now openly recog- 
nized that in present circumstances it is virtually imposs- 
ible for the Italian economy to expand at a higher rate 
than its major trading partners. 


Three out of the nine small industrialized west European 
countries (Denmark, Ireland and Norway) recorded an 
improvement in their current account balances, expressed 
as aratio of GDP, between 1979 and 1980. In the Nether- 
lands, the foreign deficit (expressed as a ratio of GDP) 
remained virtually unchanged, while in the other five 
countries (Austria, Belgium, Finland, Sweden and Swit- 
zerland) there was a deterioration. However, the foreign 
constraint is more widespread and more acute in these 
nine countries than this classification suggests. First, with 
the exception of Switzerland, the small countries in 1980 
had larger foreign deficits (in terms of GDP) than the 
large countries. Second, the improvements recorded in 
1980 by Denmark and Ireland are simply the consequence 
of very weak domestic demand and of the policies designed 
to achieve such an effect. In Norway, the surplus is 
entirely due to North Sea oil. 


In Denmark and Ireland domestic demand fell by 4.5 
and 5.7 per cent respectively. At the end of 1979 the 
Danish authorities elaborated a medium-term plan de- 
signed to reduce costs and prices relative to the country’s 
main trading partners and to shift resources towards 
exports. Other measures were adopted in 1980 to restrict 
domestic demand. In particular, energy prices were 
excluded from the consumer price index and at mid-year 
VAT rates were increased. All the major components of 
domestic demand (excluding public consumption) declined 
in 1980 and the fall was particularly large for investment 
which declined by 15 per cent (investment in dwellings 
declined by more than 20 per cent). A further decline in 
output (of the same order as in 1980, that is, 1 per cent) 
is expected for 1981. In contrast to Denmark, Ireland 
had enjoyed a remarkable phase of expansion in 1977 and 
1978 under the combined impact of rapidly increasing 
exports and liberal fiscal and domestic policies. The sharp 
contrast between GDP growth rates in 1978 and 1979 


17 Policies followed in the United Kingdom and the current 


debate surrounding them are examined in the fourth section of this 
chapter. 


(6.3 and 1.9 per cent respectively) is partly due to the 
vicissitudes of agricultural production, but non-agricul- 
tural GDP growth also slowed down, from 7.3 to 4 per 
cent. However, fixed investment continued to expand at 
the high rate of the previous year (about 15 per cent) and 
imports rose sharply, partly reflecting a deterioration in 
the terms of trade. Developments in the foreign account 
and accelerating inflation led to restrictive policies. In 
1980, there was a decline both of fixed investment and 
private consumption; and the volume of imports of goods 
and services fell by 7 per cent. For 1981, output growth 
should accelerate slightly but a further deterioration is 
expected in the current account. 


As noted above, the current account deficit widened in 
1980 in Austria, Belgium, Norway (excluding oil), Sweden 
and Switzerland. Austria and (especially) Finland achieved 
high growth rates of output in 1979 and 1980. Vigorous 
export growth (in 1979 in Austria, and in 1979 and 1980 
in Finland) played a key role in fostering the growth of 
output-and incomes. However, accelerating inflation in 
Finland and a widening current account deficit in both 
countries led to a change in policies. In Austria, the 
current balance of payments deficit was equal to 414 per 
cent of GDP in 1980 compared with 2.8 per cent in 1979. 
The general government financial deficit narrowed and 
fiscal policy gradually became more restrictive. The 
present policy orientation should continue in 1981 within 
the framework of a medium-term plan designed to reduce 
the Federal deficit. Monetary policy also became gradu- 
ally more restrictive in the course of 1980. Interest rates 
were raised to discourage capital outflow and stricter 
ceilings were imposed (in April 1980) on domestic credit 
expansion. The hard currency policy was continued so 
as to reduce imported inflation. In 1981, a slight fall in 
GDP is expected. In Finland—as in Austria—fiscal policy 
played an expansionary role in 1979. The general govern- 
ment net financial surplus amounted to 1 per cent of 
GDP compared with 1.7 per cent in 1978. However, the 
current account deficit equalled 3.3 per cent of GDP in 
1979 compared with no more than 0.6 per cent in the 
previous уеаг.18 Monetary policy became gradually more 
restrictive from mid-1979 and it is estimated that fiscal 
policy began to slightly restrain the growth of the economy 
during 1980; its action should be neutral in 1981. 


Policy makers in Norway and Sweden have so far 
refrained (as in Finland) from specifying monetary targets 
and have tried, broadly speaking, to combine a rather 
liberal fiscal policy with a more restrictive monetary 
policy. Norway had adopted a stabilization programme 
in 1978 with the aim of moderating price and cost rises. 
The Norwegian krone was devalued in February of that 
year and a price and incomes freeze was imposed from 
September to the end of 1979. Excluding oil and shipping 
activities, GDP rose only moderately, by 0.7 per cent in 
1978, 2 per cent in 1979 and 1.6 per cent in 1980. However, 
the current account deficit rose and in 1980 it reached 
about 15 per cent of GDP. In that year, the government 
budget (Central Government and Social Security) re- 
corded a deficit equal to 6.5 per cent of GDP compared 
with 5.5 per cent in 1979 (and a surplus in 1975). A differ- 
ent picture emerges when crude oil production and related 


$y However, about half of the widening deficit was due to trade 
with the centrally planned economies. The deficit with the Soviet 
Union will be automatically reduced in 1981 on the basis of the 
existing bilateral payment arrangements which will permit a sizeable 
increase of Finnish exports to that country. 


activities (and taxes on oil) are taken into account. For 
1980, GDP rose by about 4 per cent and the current 
account closed in surplus (there was a deficit in 1979). 
Owing to revenue from taxes on oil extraction, the 
government budget too showed a surplus. The gross 
value of oil-related activities (oil and gas extraction, and 
pipeline transport) accounted for 9.4 per cent of GDP in 
1979 and 15 per cent in 1980. The export value of crude 
oil and natural gas virtually doubled between the same 
two years. Oil revenue has been extensively used by the 
government in recent years to boost domestic demand. 
In 1981, GDP is expected to increase by no more than 
1 per cent. 


In Sweden, there had been a relatively high growth of 
GDP in 1979 when exports rose by more than 5 per cent, 
partly as a consequence of the 1978 devaluation. Output 
during i980 was affected by the protracted labour disputes 
in the second quarter of the year. Inflation accelerated 
sharply between 1979 and 1980 (15 per cent compared 
with 7 per cent) and so did hourly earnings in manufactur- 
ing. The current balance of payments worsened between 
1979 and 1980, moving from a deficit of just under 3 per 
cent of GDP. This was mainly due to terms of trade 
deterioration but there was also a worsening in real terms 
as exports declined, while imports increased. The larger 
foreign deficit was fully absorbed by the general govern- 
ment. GDP is expected to increase by less than 1 per cent 
in 1981. 


Switzerland is the only country in western Europe 
where the growth rate in 1980 was higher than in 1979 
(3 per cent against 2.2 рег cent).1® The major stimulus 
came from the foreign sector where exports of goods and 
services (at constant prices) rose by more than 6 per cent 
in 1980 compared with 3.5 per cent in 1979. The Swiss 
franc’s real depreciation vis-a-vis the dollar and other 
major currencies (due to relative price developments) 
appears to have been the main factor behind the favour- 
able export performance. However the major sectors of 
domestic demand also developed more favourably in 1980, 
partly as a consequence of larger exports. Furthermore, 
a foreign account surplus in 1979 and very low inflation 
rates permitted the adoption of neutral policies. 


In 1980 Belgium and the Netherlands continued to 
record relatively low inflation rates. The current balance 
deteriorated in Belgium but not in the Netherlands. In 
both countries there was an unintended widening of the 
government deficit and policies are now directed to a 
gradual narrowing of this. The preoccupation with main- 
taining (or restoring) external competitiveness dominates 
policies in both countries and the large (and widening) 
public sector deficits are seen as a potential source of 
inflation. Because of the close economic relations, efforts 
are being made to keep inflation broadly in line with that 
in the Federal Republic of Germany. For 1981, GDP is 
expected to grow by approximately | per cent in Belgium, 
while recent estimates project no growth at all in the 
Netherlands. 


Policies and developments in the United States will 
obviously continue to have repercussions on western 
Europe. Some of the present policy issues are examined 
in the fourth section of this chapter. Prospects for the 
remaining months of 1981 will be heavily dependent on 
the implementation of the policy choices of the new 


19 As mentioned before, the growth rate in Norway in 1980 was 
higher than in 1979 when oil and shipping activities are included. 
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Administration. In 1980 monetary policy was restrictive 
and it would appear that it will remain so in 1981. How- 
ever, fiscal policy had some expansionary effect in 1980. 
The output forecasts—prepared by the previous Admin- 
istration—indicate only a modest recovery between the 
last quarter of 1980 and the last quarter of 1981 (1.7 per 
cent for GNP in real terms). Between the last quarter of 
1979 and the last quarter of 1980 there was a decline of 
0.3 per cent. 


(iv) Labour market developments 


EMPLOYMENT AND LABOUR PRODUCTIVITY 


In the wake of a relatively high output growth (rela- 
tive to the trend of the 1970s), 1979 was a favourable 
year for employment and labour productivity in western 
Europe. Employment rose by 0.8 per cent and labour 
productivity (output per employed person) by 2.7 per cent. 
The increase in employment approached one million per- 
sons—a figure very near to the estimated growth of po- 
tential labour supply.2° The increase of employment 
in western Europe was spread over all the individual 
countries, with the exception of France where employ- 
ment remained at the 1978 level. Labour productivity 
continued to increase rapidly in France where GDP grew 
slightly less than in the region as a whole. 


As shown in the following text table, developments in 
western Europe were much less favourable in 1980, when 
the sharp deceleration in output was reflected in much 
smaller increases of both employment and labour pro- 
ductivity. 


Industrial western Europe: annual percentage changes, in GDP, 
employment and productivity 


GDP Employment Productivity * 
По Sas akins Wes oct 2s) 0.5 heal 
а et he omnes 35 0.8 Asif 
19800 2 пи a es 0.1 1.4 


а Labour productivity (output per person employed). 


Employment rose only marginally in 1980 and for 1981 
no increase at all is forecast; it is indeed likely that there 
will be some decline. The increase in the potential labour 
force—by more than one million persons—is bound to 
increase open and/or concealed unemployment. 


In western Europe, employment changes in 1980 varied 
considerably among countries (see table 1.1.8) mainly ге- 
flecting differences in the course of output and, to a minor 
extent, the varying role of the public sector as a “shock 
absorber”. Employment declined most in the United 
Kingdom (by more than 400,000 persons); the decline 


20 It has to be stressed that the concept of “potential labour 
force” is an elusive one because of the interplay of economic and 
social factors and their influence on activity rates (especially for 
women), this latter component being extremely difficult to assess 
and quantify. The orders of magnitude given in the text are derived 
from a previous secretariat study : Economic Commission for Europe, 
“Employment and labour force in western Europe: the prospects to 
1985 by major sectors”, Economic Bulletin for Europe, Vol. 30, No. 2, 
United Nations, New York, 1979. 
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TABLE 1.1.8 


Employment by major sectors, and unemployment 


A = Annual changes in thousand persons 
B = Annual percentage change 


реа a i i ik ke ih le IS aS ee Se Die ee ee ee 


Non-agricultural 
enterprise sector 


Pe г = General 
Total economy Agriculture Manufacturing Non-manufacturing government 
—<—_——_  —_—_—_—_—_—_- ---_———r—r—rrr>= som. Unemployment rate ® 
Country and year A B A B A B A B A B (Per cent) 
a pl rc a ree i Si a oS SS 
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197021973 п: 31 1.0 —23 5 a 0.9 32 2.4 15 3.8 1969-1973 1.4 
1974-1978 1% |: 167 0.5 13 35 — и 03 18 3.7 1973-1978 1.6 
December 1978 2.0 
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1980 28. ха ct 13 0.4 = 2 10 1.1 ==) — 0.2 12 2.2 December 1980 2.1 
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1970-1973... .... 15 0.4 = — 6.8 55} = 19 1 12 2.3 1969-1973 25 
1974-1978 „а. =$§ —02 Ss eo О И! 18 1.0 17 2.9 1973-1978 5 
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December 1978 3.6 
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ое: ЗЕ aie (ieee te —9 -39 Pe ee НС 4 1.9 December 1979 7.5 
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TABLE 1.1.8 (continued) 


Non-agricultural 
enterprise sector 
а вы И eee 


93 ; ; General 
otal economy Agriculture Manufacturing Non-manufacturing government 
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Netherlands @ 


1970-1973 45° or oe 13 0.3 tie as) —18 6-15 14 0.6 25 3.8 1969-1973 1.6 
19 7421978 ens ee — — aS}. | SKS PA 27 10 0.4 24 3.2 1973-1978 3.6 
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a 
Sources: National statistics, and ILO, Yearbook of Labour Statistics, Geneva а Man-years. 
1980; OECD, Labour Force Statistics, 1967-1978, and Quarterly Supplement, ¢ Not seasonally adjusted. 
November 1980, Paris 1980. ‘Unemployed as a percentage of the total number of employees. Excluding 


а Unemployment as a percentage of total civilian labour force. Annual averages school-leavers. 
for 1969-1973 and 1973-1978. Data for December 1978, 1979 and 1980 arc season- ¢ Employees only. 


Beene h Public administration and defence only. 
ь Employment refers to June of each year. 


¢ Excludes self-employed for 1970-1973. 
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was mainly concentrated in manufacturing, but there was 
a reduction also in the government sector, which for 
many years had been the major support to total employ- 
ment growth. Employment also declined considerably in 
France where the fall in manufacturing continued and 
was larger than the outflow of manpower from agri- 
culture; it also appears that employment growth in 
the government sector remained very modest in 1980. 
In Belgium and the Netherlands there was virtually no 
change in total employment. 


Employment rose most in Finland—at the exceptional 
rate of more than 3 per cent—implying an increase in 
activity rates and a decline in unemployment. The 1980 
increase partly reflects the lagged response of employ- 
ment to the sharp increase in output and labour pro- 
ductivity which took place in 1978 and 1979. Employ- 
ment rose sharply, in comparison with historical long- 
term trends, in Ireland, Italy, Sweden and Switzerland. 
In Italy, the increase was concentrated entirely in the 
service sectors (private and public), the remarkable in- 
crease of manufacturing output being completely due to 
increases in labour productivity. In the other three 
countries of this group, all the major sectors contributed 
to the over-all increase, although the contribution of 
manufacturing was small in Sweden and Switzerland. 


The main features of sectoral employment changes in 
1980 in western Europe may be summarized as follows: 
the decline of agricultural employment continued at a 
much reduced rate in comparison with the pre-recession 
period; employment in the government sector continued 
to rise (except in the United Kingdom), but at a relatively 
low rate and the deceleration in the rate of increase be- 
tween 1973 and 1979 continued in 1980; and employ- 
ment in manufacturing followed output developments 


fairly closely, taking into account inter-country differ- 
ences in long-term labour productivity growth. 


Labour productivity rose in all countries in 1980 ex- 
cept in Denmark and the United Kingdom, although— 
with a few exceptions—at a lower rate than in 1979 
(table 1.1.9). In 1979 labour productivity had increased 
faster in the manufacturing sector than in the rest of 
the economy but in 1980, as could be expected from 
previous cycles, the opposite pattern occurred. It 
was shown in the previous Survey that changes in 
labour productivity after 1973—when related to output 
changes—compare unfavourably with past trends, and 
developments in 1980 reinforce this conclusion. Low in- 
vestment and the associated ageing of the capital stock 
is obviously playing a role; but the accelerated “ter- 
tiarization” of the economy—typical in periods of only 
slow growth—appears to be an important contributing 
factor, since the decline in the growth of labour pro- 
ductivity appears to be more marked for the non-manu- 
facturing than for the manufacturing sector. 


In North America, employment had continued to in- 
crease much faster than in western Europe in 1979— 
that is, by about three million persons or 3 per cent. 
Labour productivity, which had increased at very modest 
rates in previous years, declined by nearly 1 per cent in 
Canada and barely rose in the United States. In 1980, 
employment grew by no more than half a million per- 
sons and labour productivity declined. 


UNEMPLOYMENT 


In contrast with 1979, unemployment rose alarmingly 
fast in western Europe during 1980: between the end of 
1979 and the end of 1980, there was an increase of 


TABLE 1.1.9 


Output per person employed, total economy and manufacturing 


(Annual percentage change) 


Total economy Manufacturing 
1970- 1974- 1970- 1974- 

Country 1973 1978 1977 1978 1979 19808 1973 1978 1977 1978 1979 19802 ь 
Аа нм 5.0 2.2 shill 0.9 4.7 3.0 6.1 23 Tet №5 6.4 95 
В не ce ke ot 5.0 PG tll 31 1.3 15 8.1 4.7 3.3 6.0 6.6 
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ЕО с rate yi В тр 4.8 р 2.9 4.5 53 2.0 87 3 2.0 8.4 7.8 2.0 
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INéetherlandsici@meaaee = 47 29 Dae, Dall eS 0.5 7.4 4.4 2.8 87 4.4 4.0 
Моруауех змеи =F. 8) 3.3 1.6 3.4 Si, 2.0 3.7 =). ated — 3.4 2.0 
SwedenSes satu? 1. 1.8 0.3 = IAS 1.0 2.4 0.5 4.4 0.2 —20 2.8 Shs) — 
SWitzell and Е eres 3.1 0.9 Das =) 1.5 1.0 5.4 2.0 5.6 1.0 ise 4.0 
United) Kingdom...) 5 20. 2.9 1.0 2.4 2.9 les = (i> 4.3 0.8 1.6 Tek 1.4 —4.0 
Canada SR ane RAS eg Reset 2.8 0.7 1.0 0.1 — 0.9 =. 5 3.6 1.8 Sel 2.0 — > 
5 о ово в 5 0.3 1.8 0.4 0.1 - 0.5 3.44 1.54 3.6% 0.6% 0.44 — 1.59 


Source : For output: United Nations, Yearbook of National Accounts Statistics, 
New York; OECD; National Accounts of OECD Countries, Paris; and national 
Statistics, for employment: as for table 1.1.8 (employment by major sectors). 

Note: Except for 1980, output in manufacturing refers to gross value added 
at constant prices. The data in this table may therefore differ from those shown 


in nae 1.1.2 where industrial output is based on the indices of industrial pro- 
uction. 


а The provisional estimates for 1980 have been rounded to the nearest 0.5 
percentage point. 


> Output data are based on short-term indices of manufacturing production. 
¢ Employment data refer to man-years, 
“ Employment data refer to wage- and salary-earners only. 
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1.7 million persons, while between the end of 1978 and 
the end of 1979 there had been a marginal decline and 
an increase of 200,000 persons the year before. Unem- 
ployment rates at the end of 1980 for the individual west 
European countries as well as for Canada and the United 
States are shown in table 1.1.8. 


A comparison between changes in employment and 
unemployment (and therefore in the total labour force) 
can be made only on the basis of annual averages, as 
employment levels are not yet known for the end of the 
year in most countries. The relevant figures for 1978, 
1979 and 1980, for industrial western Europe as a whole, 
are shown in the following text table: 


Employment and unemployment changes 
in western Europe < 


(Thousand persons) 
Employment Unemployment Labour force 
(1) 2) (3) =1+2 
ОВ era Sa 544 296 840 
ОИ окей. 965 56 1021 
ISCO eee ek 122 705 827 


< Annual averages. In 1980, employment was about 118 million persons and 
unemployment about 7.1 million persons. 


The relative growth of employment and unemployment 
was reversed between 1979 and 1980. However, the 
much lower employment increase in 1980 was not fully 
offset by the much steeper increase in unemployment, 
and the growth of the labour force decelerated between 
the two years. While demand for labour weakened, its 
potential supply rose in western Europe because of demo- 
graphic developments and changes in the age structure 
of the population of working age (see below in this sec- 
tion). The deceleration in the growth of the labour force 
in 1980 thus implies an increase in concealed unem- 
ployment. 


Normally, cyclical changes in employment and unem- 
ployment follow, with a time-lag, changes in output. 
In 1980 there was hardly any lag at all: in most countries 
the unemployment increase was virtually coincident with 
the downturn or deceleration in output. Only in Finland 
and Switzerland was the level of unemployment some- 
what lower at the end of 1980 than one year before, but 
the current trend is also upward in both these countries. 


Data on the structure of unemployment during the re- 
cent upsurge are few and where they do exist, probably 
do not yet fully reflect the extent of the continuing rise 
in the total. However, two characteristics of unemploy- 
ment in 1980 in western Europe can already be seen, 
namely, the greater increase for men than for women (in 
sharp contrast with the 1973-1979 experience) and a faster 
rate of increase in the number of unemployed men in 
the central age groups (25-49 years) compared with the 
rise in total unemployment.24_ The following text table 
brings together some estimates of changes in the levels 
of unemployment for broad sex-age groups between 1979 
and 1980: 


21 For past developments see, Economic Survey of Europe т 1978, 
рр. 13 et seq. and Economic Survey of Europe in 1979, р. 23. 


Change т the number of unemployed 1979 to 1980 
(1979 = 100) 


pe ee Sc ee es I ad sett oh Дозы 
Under Males 
Country and All 25 25-49 
period years years 


Females 
25-49 
years 


Finland 
2nd quarter 1979/2nd 
quarter 1980 ... 77 Tih 
France 
December 1979/De- 
cember 1980 meee ee М 112 109 107 


Germany, Federal Republic 
of 
December 1979/De- 
cember 1980 .. . 129 133 


Netherlands 
December 1979/De- 
cember 1980 ... 149 161 129 163 


Sweden 
December 1979/De- 
cember 1980, j=): 120 140 116 136 
United Kingdom 
October 1979/October 
19802) erred tes 151 165 


808 Te 


120 142 > 


15150 


Source ; National statistics. 
а Persons aged 25-54 years. 
> Under 20 years and 29-59 years, respectively. 
с Insured unemployed only. 


In all countries the percentage increase in unemployed 
young workers was higher than that for total unemploy- 
ment, but the difference has narrowed in comparison 
with the past. The data in the text table suggest two 
other significant characteristics of the recent evolution in 
unemployment. These are, first, a sharp increase in the 
number of unemployed males in the central working age 
groups (approximately 25-49 years) and, secondly, a rela- 
tively moderate rise in the number of unemployed females 
in the same age groups. As to the former, with the ex- 
ception of France, the percentage change in unemployed 
males of central working age was in all cases higher than, 
or at least equal to the rise in total unemployment. 
In Sweden the relative increase was similar to that for 
young workers; and in the Federal Republic of Germany 
and the Netherlands adult male workers experienced a 
larger increase in unemployment than did young workers. 
This shift in the unemployment pattern, where the major 
burden of higher unemployment no longer falls only on 
young workers and females, primarily reflects the rapidly 
deteriorating situation in 1980. The reduction of em- 
ployment in industry and services could no longer be ac- 
commodated by such devices as early retirement and the 
postponement of recruitment of young people. However, 
demographic factors also played a role. 

Rapidly rising unemployment for the central age groups, 
which account for a high proportion of primary income- 
earners and of those with a dependent family, obviously 
has economic and social implications different from those 
emanating from youth unemployment. In addition, it 
will require a shift in labour market policies to the extent 
that these have been concentrated in recent years on the 
employment problems of the young and, to a lesser 
extent, older workers. 

The second prominent feature is the relatively small 
increase in the number of unemployed females. In all 
five countries in which unemployment increased the per- 
centage rise for women in the central age groups was 
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lower than that for total unemployment and in most 
cases, the exception being France, much less than for 
men in the same age bracket. In contrast, the improve- 
ment of employment conditions in Finland between 1979 
and 1980 was less marked for women in the central age 
group than for the other two groups. 


LABOUR SUPPLY 


The present recession has coincided with a particularly 
large increase in the population of working age in most 
west European countries. In the secretariat study cited 
above (footnote 20, page 15) it was shown that, in the 
decade 1975 to 1985, the population of working age in 
western Europe would increase much faster than in the 
previous decade and the increase in the potential labour 
force was estimated at about one million persons per 
year (excluding inter-country migration). However, the 
growth in population of working age (and in the potential 
labour force) is not the same in every year of the decade: 
1980 and 1981 are the years with the highest annual in- 
crease. The percentage increase in the population of 
working age in the thirteen west European countries com- 
bined rose from an annual 0.7 per cent in 1978 and 1979 
to 0.9 per cent in 1980 and will rise further to 1.0 per 
cent in 1981. These annual rates of increase will start 
to fall somewhat in 1982 and 1983; but it is not until 
1984 that the annual increase falls to rates similar to or 
even below those in the latter half of the 1970s. In ab- 
solute terms these trends imply an increase in 1980 of 
over 1.7 million in the population of working age com- 
pared with somewhat more than 1.3 million in 1979—a 
difference of close to 400,000 persons. 


Although there is a rapid growth of the population of 
working age in most countries of the region, it is particu- 
larly marked in Austria, France, the Federal Republic of 
Germany, Ireland and the Netherlands. In the first three 
countries the relative increase in 1981 will be nearly twice 
as high as in 1978 or 1979, while in Ireland and the 
Netherlands the previous high rates will be maintained: 


Estimated percentage increase of 
population of working age (15-64 years) 


1978 1979 1980 1981 


Austrian: ties. Аа. 0.6 0.6 0.8 1.0 
Francer, 0: Slyke 0.7 0.7 1.2 13 
Сегтапу, 

Federal Republic cf . 0.7 0.6 1.0 1.2 
Wreland а 1.9 1.9 2.0 2.0 
Netherlands ..... 1.4 1.5 1.5 1.5 


In the mean time the age composition of the working 
age population is changing with an increasing concen- 
tration in the central age group. In the first years of the 
decade 1975-1985, the largest increases were for young 
persons (the 15 to 24 years age group) reflecting past 
demographic developments and, in particular, the “baby 
boom” of the late 1950s. This large group is now gradu- 
ally moving into the central age group, even though the 
growth rate of the younger age group is still above that 
of the working population as a whole. Whereas 1979 
was a year of high growth for the younger age group, 
with an estimated increase of 1.5 per cent, the data for 
1980 already indicate a slowing down to about 1.2 per 
cent. Only in Denmark is the growth of this age group 
still accelerating and in Ireland it remains high but stable. 
The other countries fall into two broad groups: one 
(Austria, Belgium, Federal Republic of Germany, 
Italy, the Netherlands, Sweden, Switzerland and the 
United Kingdom) is where the growth of the number of 
persons in the 15-24 age group was high, but has now 
started to decline; and the second is a smaller group 
consisting of countries where growth is stable but low 
(Norway) or even negative (Finland). 


The arrival of these large numbers into the central age 
group greatly affects the potential labour supply, and 
especially male labour supply since activity rates for men 
in the central age group approach 100 per cent, which 
is not the case for women. Whereas for western Europe 
as a whole the increase in the actual male labour force 
in 1979 was apparently very small (of the order of 0.2 per 
cent), in 1980 the rate of growth is estimated to have 
been close to 0.7 per cent. In absolute terms this rep- 
resents an increase of somewhat over 500,000 compared 
with just over 100,000 in 1979. However, the larger in- 
crease in 1980 has been more than offset by a much 
smaller increase in the female labour force as their ac- 
tivity rates declined primarily because of depressed labour 
market conditions. Therefore, in most countries and for 
western Europe as a whole, the percentage change in the 
actual labour force was smaller in 1980 than the increase 
in the population of working age, implying that part of 
the rise in the potential labour supply has taken the form 
of concealed unemployment. The gap between the po- 
tential and actual labour force increase was particularly 
large in France where employment did not increase at 
all and open unemployment only moderately. In the 
Federal Republic of Germany and the Netherlands the 
gap between potential and actual labour force growth 
was less, suggesting that hidden unemployment was less 
important; but open unemployment increased substan- 
tially in these two countries. 


2. COSTS AND PRICES 


CHANGES IN EARNINGS AND LABOUR COSTS 


The rise in hourly average earnings in west European 
manufacturing industry accelerated in 1980. The average 
rise in 1979 was just over 9 per cent, but in 1980 the year- 
on-year increase rose to 10.7 per cent in the first quarter 
and 11.2 per cent in the second. There was a further 
acceleration in the third quarter, even when the excep- 
tional case of Norway is ignored: excluding both Ireland 
and Norway the average rate of increase was just over 
10 per cent in the first quarter and a little over 11 per 
cent in the third (table 1.2.1). Partial data suggest 
that the rate of change was probably levelling out or 
even decelerating slightly in the last quarter. The 
degree of acceleration through the year varies widely 
among countries, with relatively strong increases in 
the Federal Republic of Germany, Norway and Switzer- 
land where the rates of increase had been well below 
the west European average in 1979. Since the acceleration 
was relatively smaller in countries where the growth 
of earnings had been well above average (Italy and the 


United Kingdom) there was a slight fall in inter-country 
differences in the rate of earnings growth; nevertheless 
the differences remained large in 1980, ranging between 
4-5 per cent in Switzerland and the Netherlands to 
over 20 per cent in Italy. A handful of countries have 
gone against the European trend: in Austria the growth 
of earnings peaked in the first quarter of 1980 and 
decelerated in the subsequent two, although for the 
year as a whole the increase will still be higher than 
in 1979. In Denmark the rise in hourly earnings has been 
decelerating since the last quarter of 1979, largely because 
of the exclusion of energy prices from the price index 
on which wage adjustments are based. A statutory in- 
comes policy has held the increase in wage rates in the 
Netherlands roughly constant and in Norway the ending 
of the incomes and price freeze at the end of 1979 was 
followed by a relatively moderate wage settlement in 
the spring, with emphasis on higher wages for the lower 
paid. This agreement was encouraged by tax concessions 
and higher family allowances but the prospect of a 
successful solution to the well-known problems of 


TABLE 1.2.1 


Annual and quarterly changes in average hourly earnings in manufacturing industry 
(Percentage change over corresponding period of previous year) 


1979 1980 
Country 1978 1979 1980 01 02 Q3 04 Ql Q2 оз 0+ 
Аней Wort а. 5.7 5.8 6.7 5.9 4.7 5:7 ee 7.3 6.2 6.7 
Belgium?’ ..... 8.7 6.5 8.7 5.9 ha So, 7.5 7.3 8.5 9.5 9.3 
Denmark’... . . 10.3 11.2 9.7 10.4 1:2 13.4 13.0 12.1 11.4 
Pimlandy cad cos." 7.4 11.6 12.1 14.5 11.4 8.4 9.4 13.0 12.6 
Frances, <.- -. - 13.0 13.0 14.5 12.9 13.4 124 13.0 13.9 14.9 15.6 15:2 
Germany 
Fed. Rep. of © . . 5.0 55 6.4 6.2 5.8 4.9 Sit 4.5 6.5 7.0 7.9 
еаоа eo че 14.8 153 14.6 11.0 17.7 17.9 23.0 23.4 15.6 
а Е Зи. 16.2 19.0 22.5 15 17.0 20.4 22.1 22.4 23.2 \ 22.5 21.9 
Netherlands 9 5.7 4.4 4.3 4.3 4.3 4.8 4.3 4.7 4.7 4.1 patel 
Norway’” ... . 7.9 2.8 ы В) 4.0 ee, 0.9 2.2 4.4 16.3, : 
Sweden® ..... 8.6 7.8 8.51 6.5 9.3 ks 7.6 8.12 5.2 8.7% 12.21 
Switzerland’. ... 3.2 Ze, 5.2 2.8 2.7 2.4 3.0 5:3 4.8 5.1 5.6 
United Kingdom * . 14.4 15.6 17.8 14.7 15.4 13.9 18.2 17.2 17.8 21.4 15.0 
10.0 10.9 
@anadaw. усе. И 8.8 10.1 7.9 8.9 9.1 9.2 9.8 9.3 
United States 8.8 8.4 8.7 9.0 8.9 8.5 7.9 7.4 8.0 9.0 10.4 


ип 


Sources : National statistics, and OECD, Main Economic Indicators, Paris. 
а Monthly earnings of wage-earners in total industry. 

5 Industry. Adult male workers. 

с Including mining and quarrying. 


а Wage rates. Quarterly data, referring to the beginning of January, April, July and October respectively. Annual figures are obtained by averaging the five observa- 


tions from January of one year to January of the following year. 
¢ Quarterly data, referring to January, April, July and October. 
7 Quarterly data, referring to March, June, September and December. 
9 Wage rates. 
h Males only. 
1 Excludes retroactive supplements. 
J Data refer to workers who had accidents during the relevant period. 
к Weekly earnings (all employees), Great Britain. 
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TABLE 1.2.2 


Changes in real hourly earnings in manufacturing industry 
(Percentage change over corresponding period of previous year) 


1979 


Country 1978 1979 1980 Qi Q2 Q3 O4 01 02 03 O4 
PRURITETN 5g 5 oo 2.0 2.0 8 7226) Ve 1:2 2.0 0.8 ==) i 0 
ОР 5 оо б 4.0 2.0 2.0 1.9 3.4 0.9 Des 0.9 ps 2.8 
Denmark-G о... 0.2 > 2.6 2.4 07 1.6 =) —1.6 {ih 
И о 0.4 3.8 4.7 6.9 3.6 0.4 0.1 1.6 0.4 
Втапсе i. я 3.6 2.0 1.0 2.5 3.0 1.4 В 0.5 Ц 1.8 НАЗ) 
Germany, 

Fed. Rep. of ® . . Ap 13} 0.9 37 2.5 0.1 0.2 — 115 0.6 1.5 Bil 
ireland Jae ene 6.7 1.8 3.4 =e) 3.6 1.6 6.5 2Я 7 
пам о е. т ЗУ 5) 3.0 4.9 Sal 185 1.9 0.6 0.3 
Netherlands 9 №5 0.2 = 0.1 0.1 1.0 S083 го ated = Pe — 2.4 
Notway® 7232 = 0.3 —1.9 — —0.9. =e —3.4 —5.4 5.5.2 3.7. 
Э\ие ей: С one: 272 =a ES) 0.6 — 4.6% 0.7 3.0 05 о —4,5% ЕЮ 24.2% OLIN: 
Switzerland’. ... Dali aa 09 12 0.9 — 5 — 1.9 9) 1.0 0.9 ies] 1.4 
United Kingdom” . 5.6 2.0 —0.2 4.7 4.3 ale 0.8 =, 230 4.3 —0.3 
GCanadalwns Tian 1.7 — 0.4 —0.1 == — 0.4 0.4 (3) 0.4 0:3 05 —02 
United States 1.0 2.6 453 {7 —1.6 72 АЗ — 6.0 199 3.5 20 


Sources and footnotes: Аз for table 1.2.1. 


Note; The change in real earnings is the change in money earnings deflated by the corresponding change in the consumer price index, 


“re-entry” from an incomes freeze was undermined by 
accelerating price rises and a tight labour market: 
platform workers in the North Sea obtained large pay 
increases after their strike in July and this set a pace for 
the rest of the economy. 


The growth of real earnings began to slow down in 
the second half of 1979 as higher oil and commodity 
prices began to work their way through to consumer 
prices. This deterioration continued into the first half 
of 1980 when the change was negative in nearly half of 
the countries listed in table 1.2.2. There was some 
recovery in the third quarter, notably in Norway (where 
the fall in real earnings between the beginning of 1979 
and the middle of 1980 had been particularly sharp) 
and the United Kingdom, but on average the increase 
in 1980 as a whole is likely to have been much less than 
in 1979. In Sweden, Denmark and the Netherlands the 
fall in real earnings persisted through the first three 
quarters of 1980; in the latter two countries this is 
largely explained by the factors already mentioned. 


The rise in nominal earnings following the second 
major price increase for oil has been much less than 
that which followed the first in 1973: in 1974 and 1975 
nominal earnings (for the same set of countries in table 
1.2.1) rose on average by some 17-18 per cent, compared 
with 12-14 per cent in 1972-1973, whereas in 1980 the 
average increase looks as though it will be around 11 per 
cent compared with just over 9 per cent in 1978-1979. 
The contrast in the development of real earnings is 
even sharper: in 1974 and 1975 they rose on average 
by 4-5 per cent while in the first half of 1980 the average 
change was slightly negative and for the year as a whole 
the increase is likely to have been negligible. 


However there have been much larger inter-country 
differences in the growth of both nominal and real 
wages than in 1974 and 1975, and in several countries 
in 1980 there have still been increases in real earnings 


at a time when manufacturers’ selling prices have been 
rising relatively slowly and _ productivity growth 
(table 1.1.9) has been falling. 


There were sharp increases in unit labour costs in 1980: 
in western Europe they rose on average for the economy 
as a whole by nearly 11 per cent compared with just 
over 7 per cent in 1979 and about 7.5 per cent in 1978 
(table 1.2.3). Again the differences between countries 
are large: in one group consisting of Austria, Belgium, 
the Federal Republic of Germany, the Netherlands and 
Switzerland the rate of increase lay between 4 and 6 per 
cent, but elsewhere the range was 10 to 22 per cent. 
Given the acceleration of nominal wages throughout 
most of the year and the deceleration of output, particu- 
larly in the latter half, the increase of unit labour costs 
was probably accelerating in most of western Europe 
throughout 1980. 


Estimates of the contribution of higher earnings to 
the change in prices, as measured by the implicit price 
deflator of total final expenditure are given in table 1.2.4 
(for those countries where the relevant data are available). 
The contribution of higher earnings can be seen to vary 
considerably, from 17 per cent in the Netherlands (a 
result of incomes policy) to 56 per cent in the United 
Kingdom. In Austria, Finland, the Federal Republic 
of Germany and Sweden the earnings contribution is 
very much larger than in 1979,2? although it is still 
lower than the weight of earnings in total final expen- 
diture. In Austria, Finland, the Federal Republic of 
Germany and the Netherlands, the contribution of higher 
import prices was still higher than that of increased earn- 
ings in 1980 although, except in France and the Nether- 
lands, the contribution of import prices was generally 
lower than in 1979. Higher indirect taxes made a sig- 
nificant contribution to rising prices in 1980 in Sweden, 
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cf. Economic Survey of Europe in 1979, table 2.5. 
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TABLE 1.2.3 


Unit labour costs “ for the whole economy 
(Percentage change over previous year) 


—— eee 


Country 1978 1979 1980 © 
ASUS ао еси ТИ ing) 4.0 
АО ое ee 4.2 4.1 6.0 
Белла sey 8.1 Lee 11.5 
ава... 25 6.9 tales 
ОО то" _< 9.3 9:7 2.5 
Germany, 

Federal Republic of . 3.3 2.6 SES) 
Ireland ах в 10.3 17.6 18.5 
с. 14.0 13.8 19.0 
Netherlands 24... - 53 4.9 5:5 
Модхау се... 6.1 ИЗ 4.0 
аи о а о ino 9.8 5.6 10.0 
Switzerland... ; 4.6 2 у 
United Kingdom 10.5 14.2 22.0 
саван, 5.3 7.8 12.0 
Wnited States sa. . > 8.0 9.4 9.5 


Source : National statistics. 
а Compensation of employees рег unit of real GDP or GNP. 


> Preliminary figures and secretariat estimates rounded to the nearest 0.5 per- 
centage point, 


the United Kingdom and, to a lesser extent, in the 
Netherlands. This factor is likely to have been important 
in more countries than are shown in table 1.2.4, given 
the widespread attempts to reduce public sector deficits 
and efforts to improve energy conservation with the 
help of higher taxes on petroleum products and other 
basic energy supplies. 


CONSUMER PRICES 


Inflation deteriorated further in 1980 in both western 
Europe and North America. In western Europe the 
average quarterly rate increased steadily from 6.5 per cent 
in the first quarter of 1979 to just under 12 per cent in 
the second quarter of 1980; there was some improvement 
in the third quarter but this did not continue into the 
fourth: energy prices accelerated again in November 


—— о е- Sees = —— 


and December and in some countries (the Federal Repub- 
lic of Germany and Switzerland, for example) exchange 
rate changes also had an adverse effect. For the year 
as a whole the average increase in western Europe in 
1980 of 11.4 per cent compares with a peak rate of 
12.8 per cent in 1974 and 1975. In the United States the 
1980 rate was 13.5 per cent, compared with 11 and 9 per 
cent in 1974 and 1975 respectively. 


The acceleration of inflation between 1979 and 1980 
(table 1.2.5) affected all countries and for most of them 
the rate increased by one-quarter to a half; rather more 
in Austria and Norway and somewhat less in Switzerland. 
The acceleration of prices in the first two quarters was 
also general (Switzerland being the only exception), 
but in the second half of the year the pattern is more 
varied: there was further acceleration in the last two 
quarters in Belgium, Finland, Norway and Sweden and 
an acceleration in Switzerland in the last quarter. А|- 
though the inflation rate was falling in the last quarter 
for eight of the west European countries, only in three 
of them (Denmark, the Federal Republic of Germany 
and the United Kingdom) was the rate of increase 
below that of the first quarter. In Denmark and the 
United Kingdom the rate fell sharply between the third 
and fourth quarters (by more than a fifth and by nearly 
a third, respectively), but elsewhere the decline was 
neither very large nor indeed universal. 


One reason for this relatively slow fall of inflation 
rates is that government policies are having an upward 
effect on consumer prices both as a result of general 
increases in value added taxes and public utility prices 
in the context of reducing public borrowing requirements 
and of specific tax increases in the case of energy products. 
The rise in the price of “fuel and light” is shown in 
table 1.2.6: not only has this item made a relatively large 
contribution to the total rise in prices in 1980 but its 
contribution has fluctuated much less sharply than it 
did in the aftermath of the increase in oil prices in 1973. 
The impact of higher fuel prices clearly falls off in the 
third quarter but, not in general, very sharply (the excep- 
tions are the Federal Republic of Germany and Switzer- 
land) and in the fourth quarter there is either an increase 
or a further but marginal fall in its contribution to the 
over-all increase. 


TABLE 1.2.4 


Components of the change in ‘‘total’’ prices in 1980 


a оокок5ккк——д—дкдкдкдк—к—кдк_дкк—кк 


of which, due to: ° 


Change in 
“total” Compensation Gross Indirect Imports 
prices * operating taxes less of goods 
Country (per cent) employees surplus subsidies and services 

Аза “eae йо - 5.9 1.4 — 2.0 — 2.4 
вата о ее 11.9 4.1 1.8 0.9 и 
Frances и ЗЫ 12.7 6.1 — 3. -- 35 
Germany, Fed. Вер. of . . 6.0 ‘ded | 0.9 0.3 PRL 
Nethevlards®. о... . 9.6 1.6 1.2 0.7 6.1 
Swedene AM a. са. о. 2.1 5.0 2,3 1.6 3:2 
United Kingdom с 17.4 9.7 Del 2.9 Pail 


a ооож 


Source: Basic data as for appendix table. 


а The implicit price deflator of total final expenditure; per cent increase over 1979. 
> The calculation is based on 1979 weights in total final expenditure. The component contributions refer to the costs 
of each component per unit of total final expenditure at constant prices. 


¢ January-September 1980 over same period in 1979. 
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TABLE 1.2.5 


Annual and quarterly changes in consumer prices, 1978-1980 
(Percentage change over corresponding period of previous year) 


1979 1980 

Country 1978 1979 1980 Ql Q2 Q3 04 Ql Q2 Q3 04 
Austrial и sfc 3.6 3 6.4 3.6 52 3.6 4.4 ae} 6.5 6.9 6.6 
Belgium. ..... . 4.5 4.5 6.7 3.8 4.1 4.8 5.1 6.3 6.4 6.5 7.4 
Denmark: = 2244: 10.1 9.6 12.3 6.9 7.8 12.0 11.6 13.3 13.9 11.5 10.8 
Е 5 оо вв 7.8 мо 11.6 vol te? 7.6 8.0 9.3 12 122 13:5 
Francés. ее 9.1 10.8 13.5 10.2 10.1 10.7 11.5 13.3 13.7 13.6 13.6 
Germany, 

Fed. Вер. of. . . 25] 4.1 5) 2.9 3.4 4.8 Sia 5.5 5.9 5.4 5.3 
Treland ieee e.o 7.6 13:2 18.2 10.9 12.4 13.6 16.0 155 20.2 18.8 18.2 
а: р 12.1 14.8 21.2 12.9 13.6 14.8 17.7 20.6 20.9 21.8 25 
Netherlands . .. . 4.1 4.2 6.5 4.2 4.2 3.8 4.6 5.8 6.5 TA 6.7 
Norway). с... 8.2 4.8 10.9 5.3 51 4.1 4.5 8.0 10.1 121 13.2 
Sweden а sia 10.0 oe 13.7 5.8 6.1 7.6 9.2 13.2 13.3 13:5, 14.7 
Switzerland .... 1.1 3.6 4.0 1.9 3:2 4.4 Sil 4.3 3.9 3.8 4.1 
United Kingdom. . 8.3 13.4 18.0 9.6 10.6 16.0 lies 19.1 21.6 16.4 15.3 

West European 
average (un- 
weighted) . . 6.9 7.8 11.4 6.5 7.0 8.3' 93 10.7 11.8 11.5 11.6 
Сапада cs +s 8.9 9.2 10.1 9.1 9.3 8.7 9.5 9.4 9.6 10.5 11.1 
United States ... Us! 11.3 13.6 9.8 10.7 11.7 12.7 14.3 14.5 12.9 12.6 
Source: National statistics. 
TABLE 1.2.6 


Changes in the price of fuel and light and their contribution to the total rise in consumer prices 
(Percentages) 


—— SS SS 


Change over preceding year Contribution to rise in consumer price index 
1980 weight 
Country о Pare iad 1980 1980, 
total index ay У ee 
1979 1980 Ql Q2 03 0+ 1980 а Qi Q2 03 04 

Austria see 5) 2. % 5.3 6.7 19.7 18.8 23.4 18.5 18.3 16.7 18.4 18.7 14.5 133 
Denmark ..... 5.8 39.2 42.5 67.2 60.5 28.6 26.7 24.5 29.7 27.8 19.8 20.4 
Капа зе. 3.5 7.5 23.3 20.2 26.4 23.5 23.2 7.0 eS 8.0 6.7 6.1 
France) ses 5.2 17.4 32.8 38.0 36.6 28.7 29.1 15.4 17.2 16.5 13.8 14.2 
Germany, 

Fed. Rep. of. . . 4.9 20.8 10.3 17.3 11.7 4.0 8.7 10.3 16.5 10.8 4.3 9.4 
Ireland’ 2.2: 5.9 14.3 41.8 39.3 51.1 41.6 36.2 13.6 14.1 14.2 13.5 12.8 
Ltaly seen 3.0 18.5 51.1 54.1 57.0 56.5 39.6 7.8 8.0 8.2 8.5 6.5 
Netherlands... . 3.9 7.0 17.7 13.3 14.4 21.9 20.9 12.0 10.4 9.9 13.9 14.0 
Norway. ..... 4.2 11.1 24.0 20.1 23.2 26.2 26.2 9.3 10.4 9.6 9.0 8.4 
Sweden ...... 6.2 20.8 31.4 41.8 37.8 24.0 24.9 17.2 25 20.0 13.8 13.3 
Зчизецапта .... 4.0 51.5 4.8 29.8 70 -90 —2.2 5.9 31.0 9.6 -138 -31 
United Kingdom . . 5.9 10.1 25.0 19.0 26.3 26.8 27.3 9.3 6.6 7.9 10.8 12.1 
Сапада.. 75 3 4.0 Oy? 12.8 9.9 11.8 12.2 16.8 6.0 5) 5.9 5.6 IKE: 
United States ... 7.0 10.8 16.4 17.8 18.6 16.0 13.6 9.0 9.1 9.4 9.4 8.1 


Sources: National statistics. For Italy and Canada, OECD, Main Economic Indicators, Paris. 
з Average of quarterly data. 
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Similarly, in spite of excess supplies and, in some 
countries, considerable competition at the retail stage, 
consumer petrol prices were generally rising faster 
than total consumer prices throughout most of 1980. 
The change in the real price of petrol in the first nine 
months of 1980 compared with 1979 as a whole is as 
follows according to the data so far available (in рег- 
centages): 


LATS TUE = Bale oo, о ме, с 7.9 
Denar ee eee et ee ete ene ren 20.1 
ЕО neta ge ee, Oe cw ater el ee ek 4.6 
Germany, Fed. Rep.of ........:...4s. 11.3 
LEU ог cab IB rab. Ene Soi on ке Bi 9.6 
Netherlands pe Soe ater se. ое Ви 14.1 
ИННЫ me see wor ee eee ee. 4.9 
а ОО о Go eee, atte 9.6 
ОЧ ИОВ со о р о ace Ps mbes 24.1 


Source : National consumer price indices. 


These upward movements will have received further 
support in several countries in the last quarter as a result 
of falling exchange rates against the dollar. Primary 
food prices were also rising throughout most of the year, 
although there were considerable differences in individual 
markets: falling prices for tropical beverages, rising for 
grains, sugar and oilseeds. Primary commodities®® as 
a whole rose some 18 per cent in dollar terms, with 
some acceleration in the last quarter; changes in 
exchange rates against the dollar will have amplified 
these increases for most west European countries. 


Fears that the second major rise in oil prices at the end 
of 1978 and the acceleration of food prices at the begin- 
ning of 1979 would set off a renewed wage-price spiral 
of the dimensions of 1974-1975 have not been realized. 
Nevertheless there is little ground for complacency in 
regard to the prospects for inflation: in spite of a very 
different macro-economic environment from that ruling 
in 1973 and 1974, prices have still accelerated sharply 


28 Changes in commodity prices are discussed in more detail 
below, in section 3. 


in the past two years. However there are signs at least 
of a levelling out of price increases at the end of 1980, 
although significant falls are still confined to two or three 
countries. Given the strong commitment to policies 
designed to reduce inflation, and in the face of increasing 
unemployment, the growth of nominal wages in 1981 
is likely to continue to be relatively moderate. A number 
of recent wage settlements would appear to confirm 
this with increases implying little or no change in real 
earnings. However the expected falls in productivity 
imply that the easing of unit labour cost pressures may 
not be very great. There is unlikely to be any significant 
relief to domestic inflation rates from lower commodity 
prices, although most current projections are for a 
lower rate of increase than in 1980. Food prices should 
continue to increase, but by less than in 1980 although 
the low levels of grain stocks increase the risks attached 
to another poor harvest. One of the more significant 
features of primary raw material prices in 1980 was their 
relative stability (after the shake-out of speculative 
positions in metals in the opening months of the year) 
in the face of sharply falling industrial demand and 
de-stocking by consumers. The reasons for this are 
still unclear but it may reflect a greater ability of pro- 
ducers to adjust production to changes in demand. 
This possibility and the fact that, unlike the commodity 
recession of 1974-1975, consumers’ stocks have been 
reduced to very low levels, partly under the pressure 
of high interest rates, mean that raw material prices 
are likely to be maintained at present levels and may 
increase quickly in response to a recovery of industrial 
output. However, in spite of these uncertainties (to 
which, as usual, should be added the prospects for 
crude oil prices), there should be some deceleration 
of inflation in 1981: current national forecasts imply 
a fall in the average rate for the 13 west European 
countries from 11.4 per cent to around 9.5 per cent. 
Most of this deceleration is due to countries which 
have had the higher rates in the past: Denmark, Ireland, 
Italy and, particularly, the United Kingdom where the 
annual rate is expected to fall from over 18 to around 
12 per cent or even less. In the rest of Europe the change 
is in general fairly small, mostly but not universally in 
a downward direction. 


3. FOREIGN TRADE 


(i) Recent regional trade developments 


VOLUMES AND PRICES 


During the third quarter of 1980 the trade volumes 
of both imports and exports in industrial western Europe 
continued to fall at approximately the same rate. 
Import and export volumes had peaked in the fourth 
quarter of 1979 and in the first quarter of 1980 respect- 
ively; they had dropped by 6.4 and 4.3 per cent respect- 
ively (seasonally adjusted) by the third quarter of 1980. 


Growth rates of foreign trade volume 
(In per cent — at annual rates) 


1980 I-III relative to 


1978 1979 same period in 1979 
Western Europe 
Exports. Cath ter 6.0 5.9 3.6 
Importsicteat sees hea № 3.5 10.8 3.6 
North America 
EXpOriS®as cae ee 11.0 7.4 9.1 
Торо 7.0 — =6:9 


Source: United Nations, Monthly Bulletin of Statistics, New York, January 1981 
and national statistics. 


Import volume has also fallen in North America since 
the fourth quarter of 1979, but the drop of 13.4 per cent 
from the peak was more than twice that in industrial 
western Europe. In contrast, exports continued to grow 
into the second quarter, and then dropped by 2.2 per 
cent. 


Import volumes have grown more or less in line with 
industrial production. However, in both western Europe 
and North America, imports appear to have weakened 
in anticipation of the economic downturn, and as a cor- 
rective response to the high level of stock building which 
took place during 1979. 


Export and import price growth (in terms of US dollars) 
accelerated in the region in 1978, and again in 1979.25 
Although the first three quarters of 1980 over the corres- 
ponding period in 1979 show a further acceleration (ex- 
cept in North American export prices) a closer examin- 
ation of the trend suggests a slowing of all of these prices 
in the second and third quarters. 


34 Figures for the third quarter of 1980 are provisional. 


25 In terms of domestic currencies, prices in 1978 grew much 
more slowly since the depreciation of the US dollar accounted for 
much of the increase in dollar terms. This factor was less important 
in 1979, while in 1980 and early 1981 the appreciation of the dollar 
implies that the trade price increases in US dollars understated the 
rates in terms of domestic currencies. 


26 


Growth rates of foreign trade prices < 
(In per cent, relative to corresponding period in the previous year) 


i i 


1977 1978 1979 1980 01-03 
Western Europe 
BX DOLE CICCS Боба 10 15 15 16 
Import ре: 10 13 19 22 
North America 
Exporg prices mae en cae 2 6 15 13 
Import prices .. =. 7 8 18 28 


Source: United Nations, /oc. cit. 
а Unit value indices, in terms of US dollars. 


The substantial deterioration in the terms of trade of 
the western market economies since the end of 1978 
finally ended as they stabilized in western Europe starting 
in the first quarter of 1980. However, it took until the 
third quarter for any improvement to show in North 
America. 


Changes in the terms of trade 


(Per cent) 
1973-1974 1979-1980 
Western о а Иа в к 1.3 —78 < 
INortheAmenica a ene —9.2 = 1432 


Source: United Nations, loc. си. 
а Between the fourth quarter 1978 and first quarter 1980. 
> Between the second quarter 1979 and second quarter 1980. 


Much of the 7.8 per cent fall in the terms of trade in 
western Europe and the 14.3 per cent fall in North 
America in 1979-1980 can be attributed directly to the 
120-140 per cent import price increase of crude oil during 
the period in question and, to a lesser extent, to non-oil 
commodity prices. The latter may have increased slightly 
faster than the export prices in the industrialized market 
economies. Two factors appear to be responsible for the 
smaller loss in the terms of trade observed in western 
Europe. Firstly, the export prices of manufactured goods 
were rising faster between the first half of 1979 and the 
first half of 1980 than were those in North America (see 
above). Secondly, in two of the energy exporting 
countries in western Europe, Norway and the United 
Kingdom, there were improvements in the terms of 
trade (with currency appreciation vis-a-vis the dollar), 
while in a third, the Netherlands, the terms of trade 
were more or less unchanged. In North America, the 
terms of trade development reflected United States trends 
since those in Canada had been improving (irregularly) 
since the end of 1978. In western Europe the stability 
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TABLE 1.3.1 


Total trade of west European countries, January-September 1980 


то 


Percentage change т 


dollar value from Change in trade 


illion Billion ПЕ 
US dollars) US ово) Imports Exports us totter) louie НЫ Ale 

Austria So os о 18.4 13.1 29 19 = —2.0 
Belgium-Luxembourg 54.1 48.6 26 21 —5.4 = 
Denmark А ЗН. ee 14.7 12.3 12 19 =925) 5 
inland Al re ee 11.6 10.3 48 31 13 = Is} 
О о 100.7 86.3 32 20 — 14.5 — 10.2 
Germany, Federal Republic of @ 141.8 145.1 25 17 3.3 — 6.5 
Ireland Ser м: №. 8.3 6.3 15 24 —2.0 pe 
уе fe Fh 72.9 56.8 40 13 — 16.1 — 14:2 
iNetherlands* 2 ez; : ib: - 59.1 55.4 20 21 0 — 4 
Norway tae м... 2: . 12.5 13.0 28 38 55) .8 
Sweden SU. a a 24.5 22.4 25 17 = = 
Switzerland нь: 27.3 21.9 30 1153 a 3.5 
United Kingdom ...... 91.5 85.0 25 31 = 6. 1.9 

Total industrial Europe 637.4 576.4 27 21 — 61.0 — 39.3 
VGIOECE At es sek ce 168) 3.6 9 36 = 0.4 
Portugal а ВЫ, 6.8 3.4 43 35 = —1:1 
рае ес. 25.0 14.5 41 13 — 10.4 —5.6 
surkey №! эм. ты. 4.3 1.8 12 0 =) —.5 
Увроама. 0..5. 11.1 6.3 19 38 —4.8 = 

Southern Europe ..... 54.4 29.6 29 21 —24.8 — 6.4 
ааа ее а 45.7 48.9 10 18 a 3.4 
Я Stateses {o> 2 4 is 189.2 162.6 20 25 — 26.6 1.0 
North America ....... 234.9 211.5 18 23 — 23.4 4.5 
VADAN о sien ts ls” 104.7 92.9 34 25 = les —8.2 


Sources: IMF, Direction of Trade, Washington, August 1980, November 1980, February 1981; OECD, Statistics of Foreign Trade, Series A, 


Paris, January 1981; and national statistics. 
в Excluding trade with the German Democratic Republic. 


in the terms of trade in the first three quarters of 1980 
was the net result of a variety of trends in the individual 
countries, in most of which the terms of trade started to 
improve only in the third quarter. 


The substantial deterioration in the trade balance ** 
which industrial western Europe experienced in 1979 con- 
tinued into 1980. In the first nine months the trade defi- 


Crude trade balances @ 
(In billions of US dollars) 


1978 1979 
Industrial western Europe . . . —4.4 —36.0 
North Атепса......... Sb —55.7 
1978 ЛИ 1979 И 1980 ТЛИ 
Industrial western Europe .... -4.3 = 21:0 — 61.0 
North Атегса......... — 30.4 PS: — 23.4 


———ы=—=—=—=ы=ы=ы=ы=ы=ы=—»—»—»—»—»—»—_—5_ 


Source: National sources, not seasonally adjusted. 
а Exports, f.0.b. less imports, c.i.f. 


26 The trade balance, as it is used here, is the crude trade balance: 
exports, f.0.b. less imports, c.i.f. 


cit was $61 billion compared with $21.7 billion in the 
same period of 1979. All of the deterioration was due 
to worsening in the terms of trade. In North America, 
on the other hand, the improvement was due entirely to 
changes in trade volumes until the third quarter, when a 
small improvement in the terms of trade also contributed. 
The changes observed on a regional basis are, in general, 
a fairly accurate reflection of the experience of individual 
countries (table 1.3.1). 


COUNTRY DEVELOPMENTS 


The 1980 trends in trade volumes (table 1.3.2) in the 
individual west European countries were generally deter- 
mined by demand factors, although past changes in ef- 
fective exchange rates continued to have an influence. 
In most countries in 1979 growing exports were offset by 
rising imports (an unusually large portion of which were 
going into stocks) responding to the upswing in econ- 
omic growth. In the mean time the terms of trade were 
falling, leading to increasing trade deficits. This situation 
continued into the first quarter of 1980 (with some inter- 
country differences) after which industrial production 
dropped off sharply and the ratio of export to import 
volumes began to improve in some countries. However, 
the terms of trade continued to deteriorate through the 
first half until a reversal occurred in the third quarter. 
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TABLE 1.3.2 


Development of international trade and industrial production, by country 
(Indices : 1975 = 100) 


Volume: 
Industrial production?. ..... 
Imports:2:985, 0 ee ee 


Exports gages fe ee ere 
Ratio of exports and imports . . . 


Prices 
Exports’ See. ое eee 
Imports Gees eh ees 
‘Termsiofitrade 24-4). yea en 


Trade Balances ¢ (f-0.b.-f.0.b.). . . . . 


Volumes 
Industrial production?. ..... 
Imports [AG сс о. 
Exports Of op se se Зе. 
Ratio of exports and imports . . . 


Prices 
Ехо бе soe eS 
Пров: ар et eee ee ee we 
Terms of trade?. ........ 


Trade Balances ¢ (f.0.6.-f.0.b.). . . 


Volumes 
Industrial production®. ..... 
Imports:2 hse is, tee оС 
EXDOTtSs2c mers ес 
Ratio of exports and imports . 
Prices 
Ехро С sien alte Gy oka Oe 
Imports! Soe ee see bate ate 


Trade Balances ¢ (f.0.h.-f.0.b.). . . . 


Volumes 
Industrial production®. ..... 
MM POrts ae esa но И 2 
Ехо и о 
Ratio of exports and imports . . . 
Prices 
EXports ен к SO в 
IMPOrts ли Нк в 
Termsiof.trade ta) cei sic 


Trade Balarices ¢ (f.0.h.-f.0.b.). . . 


Volumes 
Industrial production®. ..... 
Прогр et es аа. 
Exports 2:7 iow ook oe fhe 
Ratio of exports and imports . . . 
Prices 
EXports'¢4 ty, sieel ons, ue ore wee ae 
Imports'< 5 merece Ве. 
Mermsjof падет, и: 


Trade Balances ¢ (f.0.b.-f.0.b.). .... 


1978 


114 


143 


132 


116 


101 


143 
151 


1979 1980 
0! 02 Q3 0+4 Ql Q2 
AUSTRIA 
115 118 123 123 124 126 
135 143 146 163 158 161 
137 148 149 161 152 154 
101 103 102 99 96 96 
130 131 141 150 148 149 
140 139 151 156 163 170 
93 94 93 96 91 88 
=0.9 -09 -—1. 1.2 бе 
BELGIUM-LUXEMBOURG 
112 118 118 117 121 118 
129 133 115 135 143 130 
131 135 117 136 141 135 
102 102 102 101 99 104 
140 141 156 165 171 173 
141 143 162 171 179 181 
99 99 96 96 96 96 
= (0:20:35) 0.20 Об 1.20505 
DENMARK 
Fe mals bial bs re АН 
124 129 120 133 142 132 
98 101 98 100 105 115 
128 119 132 150 137 141 
129 131 144 153 156 160 
99 91 92 98 88 88 
—0.6 -06 -08 -08 -08 -0.4 
FINLAND 
116 119 121 119 122 127 
90 94 100 113 105 106 
140 154 138 171 166 158 
156 164 138 151 158 149 
127 129 141 142 149 155 
134 141 157 164 178 184 
95 91 90 87 84 84 
0.3 о 0.0 00 —0.1 
FRANCE 
114 115 121 119 119 116 
144 145 134 153 158 156 
132 140 125 146 143 145 
92 97 93 95 91 93 
134 134 141 149 154 157 
127 131 142 150 164 162 
106 102 99 99 94 97 
— 0.3 0.0 0.0 -—1.1 —4.4 —2.8 


124 
157 


154 
98 


156 
169 
92 


males) 


114 
116 
117 
101 


172 


131 
120 
160 
133 


161 
188 
86 


= 0.5 


117 
139 
124 

89 


158 
169 
93 


—4.5 
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TABLE 1.3.2 (continued) 


Ln 


1978 1979 1980 


Qi Q2 Q3 04 Ql Q2 Q3 04 01 02 03 


GERMANY, FEDERAL REPUBLIC ОЕ 


Volumes 
Lapa production®?. ..... 111 111 114 115 115 119 120 121 122 121 117 
Imports oie. ине 122 130 122 137 136 138 135 148 146 144 136 
Exports ее 117 124 117 131 126 132 127 139 141 138 129 
Ratio of exports and imports . . . 96 95 96 96 93 96 94 94 97 96 95 
Prices 
Е хром Cr tre ar Suto 123 124 129 139 141 140 147 154 158 156 161 
Про een ks 124 122 128 135 141 146 159 166 177 176 180 
Terms of {га4е<......... 99 102 101 103 100 96 92 93 89 89 89 
Trade Balances ¢ (f.0.b.-f.0.b.). .... 5.4 5.9 5.7 7.6 5.4 5.0 3.2 3.8 2.9 2.3 2.3 
IRELAND 
Volumes 
Industrial production®. . .... 127 129 127 132 135 138 138 140 141 139 132 
Imports! s3.c0 ee. oe eee. 143 162 155 154 171 185 167 168 182 158 153 
Exports р Я г. 127 136 138 147 130 142 155 165 151 153 161 
Ratio of exports and imports . . . 89 84 89 95 76 77 93 98 83 97 105 
Prices 
EXportee о, т 126 124 133 138 145 148 156 160 166 170 178 
у И ce ss 120 118 121 131 138 144 160 163 173 179 186 
тепеос нае"... 105 105 110 105 105 103 98 98 96 95 96 
Trade Balances ¢ (f.0.b.-f0.5.). ....-03 -0.4 -02 -0.2 -06 -07 -0.5 -04 -08 -0.5 -03 
ITALY 
Volumes 
Industrial production®. ..... 115 114 114 121 123 119 121 131 136 132 122 
TM POttS Oot а 102 121 112 163 131 139 124 170 140 140 143 
Ехо К 2 108 136 120 174 133 144 136 165 130 134 123 
Ratio of exports and imports . . . 106 112 107 107 102 104 110 97 93 96 86 
Prices 
EXDOUIS See И: vanes 115 115 122 125 132 138 148 154 163 159 173 
HIMNPOVMSie nee chee oe ee ee ons 115 115 119 121 128 135 150 160 172 181 185 
berms of trade'?s os. 3 as 100 100 103 103 103 102 99 96 95 88 94 
Trade Balances ¢ (f.0.h.-f.0.b.). .... 0.3 То 0.8 1.2 0.3 0.5 10 -21 -30 -3.0 -5.2 
NETHERLANDS 
Volumes 
Industrial production?. ..... 107 106 108 111 111 113 113 112 116 113 108 
EMpPOrtsOs oo ees ons telah ve os 117 121 115 129 124 129 123 138 132 127 119 
хром gs toh ss abe cess os 114 114 107 118 124 124 116 128 134 123 114 
Ratio of exports and imports . . . 97 94 93 91 100 96 94 93 102 97 96 
Prices 
EXPOS Сы ее 123 123 126 133 138 141 152 159 168 170 174 
Про Сы. о век 124 121 127 129 140 142 155 160 175 175 175 
Terms of trade?. ........ 99 102 99 103 99 99 98 99 96 97 99 
Trade Balances °(f.0.b.-f.0.b.)..... 01 -02 -0.4 -0.5 0.3 -01 -05 --0.8 07 -01 £-0.7 
NORWAY 
Volumes 
Industrial production?. .... . 97 98 99 100 99 102 106 102 102 106 104 
Ирода Л, Sete ны 111 114 92 110 106 110 102 128 130 121 113 
Exports. ЛИ: es et 120 162 122 147 138 147 139 155 167 158 132 
Ratio of exports and imports . . . 108 142 133 134 130 134 136 121 128 130 117 
Prices 
Exports cod cress gens ee 98 105 101 97 122 115 131 146 149 158 166 
Imports: Scat. fees ме . 108 111 106 117 117 121 140 130 135 143 146 
Terms of trade?. ........ 91 95 95 83 104 95 - 94 112 110 110 114 


Trade Balances ¢ (f.0.b.-f.0.b.). . . . . —0.5 0.3 0.1 —-—0.2 0.1 0.0 0.2 —0.1 0.6 0.4 0.1 
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TABLE 1.3.2 (concluded) 


1978 1979 1980 
Qi Q2 Q3 04 Ql Q2 Q3 04 Qi Q2 Q3 
SWEDEN 
Volumes 
Industrial production®. ..... 92 90 92 94 96 99 101 102 103 96 102 
промо 82 83 83 103 97 103 99 118 111 96 ash 
Ехрого от. Е. р . м 104 112 93 119 109 116 107 134 121 101 
Ratio of exports and imports. . . 120 135 112 115 112 113 108 114 109 105 
Prices 
EXportsrcn a ee ts os Ae as, 109 113 118 129 128 134 136 145 154 159 
Imports: о eos ety ee, ee ee 126 129 125 138 136 144 155 169 171 176 
ЕС ооо eens ae 87 88 94 93 94 93 88 86 90 90 fe 
Trade Balances ¢ (f-0.b.-f.0.b.). .... 0.5 1.0 0.4 0.8 0.6 о = 0.0 00 —02 04 
SWITZERLAND 
Volumes 
Industrial production®. ..... 106 108 105 107 108 107 110 112 117 115 115 
Порог: 131 142 134 145 142 153 146 158 161 149 148 
ОИ 5 за ово ба оо 124 134 125 138 128 134 128 143 135 137 128 
Ratio of exports and imports . . . 95 94 93 95 90 88 88 91 84 92 86 
Prices 
хрома: есь 10 131 146 152 149 148 154 163 170 166 171 
Я о ee se а оо о ев 125 124 133 137 142 134 153 160 175 181 183 
Ч Е о осо 104 106 110 111 105 110 101 102 97 92 93 
Trade Balances ¢ (f.0.b.-f.0.b.). .... —0.1 0.0 0.2 Oy = Sie Sy Sy Sik igs 
UNITED KINGDOM 
Volumes 
Industrial production®. ..... 109 111 112 111 113 118 115 115 112 108 105 
Про се 115 121 113 118 122 133 125 134 133 129 116 
EXpPONsS por ме о 120 128 118 126 112 134 123 135 134 128 122 
Ratio of exports ап4 ипрог$... 104 106 104 107 92 101 98 101 101 99 105 
Prices 
Exportsice. Е. 126 124 133 141 147 154 173 173 192 197 209 
Imports 5: | OR. Me 121 118 127 132 132 140 156 163 178 176 183 
ЗОО me eee 104 105 105 107 111 110 111 106 108 112 114 
Пе.) обо — 0.9 =. — O17, 0.1 = iv 0.0 0.0 0.5 0.0" [— 0 2.7 
CANADA 
Volumes 
Industrial production®. .... . 110 111 113 116 117 117 119 118 117 114 114 
а О оо в оо ом 100 125 103 119 123 131 119 124 119 124 105 
EXPOS weeny еси 122 145 126 143 136 138 131 140 133 136 124 
Ratio of exports andimports . . . 122 116 122 120 111 105 110 113 112 110 118 
Prices 
Ехрог О А esis oma Па, 105 102 104 110 112 120 128 141 146 144 149 
ро ®: tee s,s em ete 113 113 116 118 119 12 130 124 140 144 150 
Mermsjofetrade (aes бо вовов 93 90 90 93 94 98 98 114 104 100 99 
Trade Balances ¢ (f.0.b.-f.0.b.). .... 1.0 0.5 1.0 0.7 0.3 0.4 1.0 1.3 Я 1.0 1.9 
UNITED STATES 
Volumes 
Industrial production®. ..... 122 125 128 131 132 132 132 132 131 124 121 
Imports АО о ро р о 143 149 147 151 146 153 148 152 148 140 128 
EXDOLts о йе. 103 121 112 124 119 124 121 137 137 145 131 
Ratio of exports and imports . . . 72 81 76 82 82 81 82 90 93 104 102 
Prices 
EXDOLtS Grae ие ce soars 12 114 117 121 129 133 137, 140 144 145 150 
Е Se ol Re oes es 118 121 122 125 129 136 146 158 173 180 183 
его оба < nme 95 94 96 97 100 98 94 89 83 81 82 
Trade Balances ¢ (f.0.b.-f.0.b.). ....—-96 -6.1 И а О ee SS Aeon = 8:8 4 24S 
Se ee a ee he See NEON Seen Sie 
Sources: IMF, International Financial Statistics, Washington, February 1981; а Seasonally adjusted. 2 Not seasonally adjusted. ¢ Unit values in terms of 


IMF, Direction of Trade, Washington, January 1981; OECD, Main Economic 
Indicators, Paris, February 1981; OECD, Statistics of Foreign Trade, Series A, 
Paris, February 1981; and national sources. 


US dollars; derived by dividing value indices by volume indices, 


4 Index of the ratio of export and import prices. ¢ Trade balances are in billi 
: b on: 
of US dollars, not seasonally adjusted. / Norway, excluding ships. Е 


Foreign trade 31 


TABLE 1.3.3 


Western Europe’s trade by area of origin and destination, January-September 1980 


а еее ри per ne Wee ин — 


ys Imports Exports 
Country or area of origin for Cif. f.0.b. 
imports and destination (Billion (Billion 


for exports 


January-September 1979 


Trade 
balance 
(Billion 


Percentage change in 
dollar value from 


Change in trade 
January-September 
1979 


US dollars) US dollars) Imports Exports US dollars) (Billion US dollars) 
Industrial western Europe . 372.1 373.4 21 22 1.3 28} 
Rest of the world: 
Southern Europe 17.8 24.5 22 13 6.7 — 0.4 
North FATMerICal say 2 ce 59.3 35.0 39 9 — 24.3 —13.9 
БОЕВ 1... 15.4 10.4 39 28 —5.0 —2.0 
Eastern Еигоре@. ... 11.5 11.6 24 9 0.2 =i) 4} 
Таран Аи: 15.5 5.8 33 —1 — 9:7 —3.9 
Australia, New Zealand 
and South Africa. . . 9.8 9.7 19 23 — 0.1 0.2 
Ching var. eee 2.1 2.1 55 = 17/ —0.1 =152 
Non-oil developing 
COUNTRIES “Beek ic 54.3 51.3 29 17 —3.0 —4.9 
Oil exporting countries 2. 74.7 41.0 5 85 = — 16.4 
World (including unspeci- 
ed) БРА cos. Sashes 2% 637.4 576.4 27 21 — 61.0 — 39.3 


Sources : IMF, Direction of Trade, Washington, August 1980, November 1980, February 1981; and national statistics. 
а Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 


zuela 


Although neither the ratio of export to import volumes, 
nor the terms of trade, have developed in a regular and 
continuous manner, it appears that both have improved 
recently (i.e. during the third quarter of 1980 or earlier) 
in Austria, Canada, Ireland, the United Kingdom and 
the United States. In the United Kingdom, improvement 
in both measures has occurred for a longer period, par- 
ticularly in the case of the terms of trade. In Denmark, 
the ratio of export to import volumes has been improving 
since the third quarter of 1979, but it was only in the 
second and third quarters of 1980 after the terms of trade 
had stabilized that the trade balance began to improve. 
On the other hand, in Switzerland, the ratio of export and 
import volumes has remained roughly constant while the 
terms of trade deteriorated resulting in a larger trade defi- 
cit. Trade balances also deteriorated in Finland, the 
Netherlands and Norway as the improvements in the terms 
of trade were not large enough to offset the decline in the 
ratio of export and import volumes. The ratio of export 
and import volumes also declined in France and the Fed- 
eral Republic of Germany, while the terms of trade fell 
in the former and remained constant in the latter, but in 
both cases the net result was a deterioration in the trade 
balance. 


With the exception of Ireland, it appears that after the 
first half of 1980 no industrial western economy received 
a stimulus to demand in the form of export growth. 
In a number of countries, export volume had already de- 
clined in the first half of the year or earlier. Those 
countries in which the ratio of export to import vol- 
umes has been improving have experienced declines in 
the volume of imports greater than the decline in exports. 


TRADE DEVELOPMENTS VIS-A-VIS MAJOR AREAS 


The development of industrial western Europe’s and 
North America’s trade balances with their main trade 


> Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates, Vene- 


partners is given in tables 1.3.3 and 1.3.4. The most 
significant changes in both regions, as would be expected, 
were their increasing deficits vis-a-vis the oil exporting 
countries. 

Industrial western Europe’s chronic trade deficit with 
Japan began to widen noticeably in the second half of 
1979 and increased further in 1980. On an annual basis, 
the deficit in the first three quarters of 1980 was about 
$13 billion, which is $4.7 billion more than in 1979 and 
more than double the $5.4 billion deficit of 1976. It is 
this most recent rapid deterioration in western Europe’s 
position (due partially to its recent higher real effective 
exchange rate vis-a-vis Japan), that has led to the inten- 
sification of bilateral trade talks between the EEC and 
Japan. Although North America has generally been in 
deficit with Japan, the gap has not widened in a regular 
fashion. For example it decreased from about $13 billion 
in 1978 to $9 billion in 1979, but has since increased to 
about $10.7 billion in the first three quarters of 1980 
(annual rate). 

Although industrial western Europe has long had a 
deficit with North America, the significant widening of 
the gap in 1979 to $15.7 billion, and in 1980 to $32.4 billion 
(annual basis), can be partially attributed to differences 
in the phase of the business cycle in the two regions and 
high commodity prices, but also to the lagged effects of 
the decline in North America’s real effective exchange 
rate. 

Industrial western Europe was in deficit with eastern 
Europe and the Soviet Union combined for the first time 
in 1979 ($3.4 billion): its deficit with the Soviet Union 
rose as a result of price increases for raw materials 
(mostly crude oil) while its surplus with the east European 
countries diminished. These trends continued into 1980, 
but the additional feature was the slowdown in the growth 
of export volume to eastern Europe. North American 
exports to the Soviet Union diminished significantly, fol- 
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TABLE 1.3.4 


North America’s trade by area of origin and destination, January-September 1980 


ee 


Change in trade 


hi i Trad balance from 
Country or area of origin for ihe NS ; Tai aloe fees р balance January-September 
imports and destination (Billion (Billion January-September 1979 (Billion 1979 
for exports Se 
US dollars) US dollars) Imports Exports US dollars) (Billion US deliars) 
North America. .... . 61.5 56.0 7 8 —5.5 0.2 
Rest of the world: 
Industrial western Europe 39.4 53.2 14 35 13.8 8.9 
Southern Europe... . 2:2. 52 2 29 3.1 1.1 
Soviet Union. ..... 0.4 1.7 —28 —41 1.3 —1.0 
Eastern Europe. .... 1.0 2.1 1 37 1.1 0.6 
Japanese 26.3 18.3 17 18 —8.0 =i 
Australia, New Zealand 
and South Africa. . . 5.7 5.6 16 29 —0.1 0.5 
China ее 0.9 3,2. 68 111 2.2 1.3 
Non-oil developing 
countries ...... 50.9 48.1 24 37 ee 3.0 
Oil exporting countries? 44.2 13.6 35 18 — 30.6 —9.3 
World (including unspeci- 
пе и их 234.9 211.5 18 23 — 23.4 4.5 


Sources: IMF, Direction of Trade, Washington, August 1980, November 1980 and February 1981; and national 


statistics. 


а Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates, 


Venezuela. 


lowing the partial trade embargo imposed by the United 
States, but imports decreased also and a trade surplus 
was maintained.?? 


One notable trade development in 1980 was the turn- 
about in industrial western Europe’s trade balance with 
China. Although trade turnover has been fairly small, 
it had grown rapidly from $2.2 billion in 1977 to $5.4 
billion in 1979, while the trade balance developed in favour 
of industrial western Europe rising from roughly zero in 
1977 to $0.9 billion in 1978 and to $1.2 billion in 1979. 
North American exports to China, led by commodities, 
increased rapidly in the first three quarters of 1980, by 
111 per cent, and its trade surplus improved further to 
$2.9 billion (annual rate). 


The 3.6 per cent growth of industrial western Europe’s 
exports between the first nine months of 1979 and the 
same period in 1980 was due mainly to the increase in 
intra-regional trade, in exports to OPEC (see below), to 
a lesser extent to growing exports to the Soviet Union 
and to Australia, and perhaps a small increase in those 
to the non-oil developing countries.2® Otherwise export 
volumes to all other destinations fell. On the other hand, 
import volumes increased from all areas of origin, with 
the exception of OPEC. North American export volume 
rose to all destinations in the first nine months of 1980 
relative to the same period in 1979 with the exception of 
intra-trade and the sharp drop in exports to the Soviet 
Union. The fall of 6.9 per cent in the volume of imports 
is reflected in import reductions from all areas of origin 


27 Recent trade developments between the centrally planned and 
market economies of the ECE region are treated in more detail in 
chapter 3, section 6. 


28 This rather qualitative discussion is based upon thechanges in 
trade value in tables 1.3.3 and 1.3.4, which were deflated by the 
appropriate price indices to get estimates of volume flows. 


with the exception of strong increases from the non-oil 
developing countries, Japan and China. 


Given the recent petroleum price increases and their 
subsequent deflationary impact on the oil importing 
countries, along with generally weakening internal de- 
mand in 1980 in the industrial market economies, OPEC 
has been looked upon as one of the few potentially dy- 
namic export markets.2® Nevertheless, it was felt unlikely 
that an export boom of the magnitude following the first 
oil price rise would materialize. In fact the volume of 
industrial market economy exports to OPEC did increase 
at the rather buoyant rate of over 18 per cent in the first 
three quarters of 1980 relative to the same period in 1979 
(table 1.3.5). Japan led the way, with an increase of 
about 42 per cent, followed by industrial western Europe *° 
(16 per cent) and North America (7.5 per cent). However, 
these figures exaggerate the growth since the end of 1979. 
The volume of OPEC imports in the first three quarters 
of 1979 was below 1978 levels, but a strong recovery 
took place during the year, particularly in the fourth 
quarter, as rising oil prices provided OPEC with ad- 
ditional income. Consequently, it appears that, on aver- 
age, export volumes to OPEC during 1980 were about the 
same (perhaps slightly higher) as in the fourth quarter of 
1979, although seasonal factors may affect the compari- 
son. In conclusion, it seems at this point that most of 
the burst in OPEC demand spent itself during 1979. 


29 Exports to OPEC have been addressed recently in more detail 
in the Economic Bulletin for Europe, Vol. 32, No.1, and the Economic - 
Survey of Europe in 1979. The figures presented here cover the period 
in 1980 up to the start of the war between Iraq and Iran. Together 
these two countries represented a market of around $20billion per 
year, but this figure has probably been reduced following the closing 
of several ports and the general difficulty of maintaining normal 
trading conditions. i 


30 See footnote in table 1.3.5 for coverage of countries. 
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TABLE 1.3.5 


Recent develoments in market economy export volume to OPEC 4 


ee a a ec 


Exports to OPEC 
@s a percentage of 


Contribution of 
exports to OPEC 
to total exports ” 


Exports: 1980 Q1-Q3— 
Percentage change over 
same period in 1979 


total exports; 1979 (Percentage 
To OPEC Total points) 

Austria raise Ч 5 4.0 40 6.0 1.6 
Belgium-Luxembourg . . . 4.1 3.4 

Denmark а. 3.9 22 6.4 0.9 
Виа Вес 3.6 44 12.0 1.6 
Branceg coe ape =” 7.8 22 3.8 1.7 
Germany, 

Federal Republic of 6.1 10 6.0 0.6 
Надо 20) 6 pals .. +: 3, 28 8.9 1.0 
А о ЧЕ 10.7 10 — 6.3 1.0 
Netherlands a6, ee 4.6 23 1.9 1.1 
INOKWaY, 2. 6 Se ew” ss 1.9 7.8 
Sweden? =o. а. Bea се 5.0 as 
Switzerland) 2. 2 4..2 2): 6.4 12 2.3 0.8 
United Kingdom. .... 8.0 18 41 1.5 
Industrial western Europe с 6.9 16 3.6 1.1 
Canadas" =) he 2.4 14 —3.0 0.3 
Пе... 8.3 6 13.5 0.5 
North America ..... 6.8 7 9.1 0.5 
Japanese cn ee 13.1 42 18.8 5.4 
Industrial western Europe ¢ 

plus North America . . 6.9 13 5:2. 0.9 
Industrial western Europe ¢ 

plus North America plus 

ара о ee fos 7.6 18 6.7 1.4 


Sources : IMF, International Financial Statistics and Direction of Trade. 
Note : Export values in US dollars of each country were deflated by the respective export unit value index (also in terms 


of US dollars). 


* Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Quatar, Saudi Arabia, United Arab Emirates, 


Venezuela. 


> Export to OPEC growth rate times exports to OPEC as a percentage of total exports. 
< Excluding Belgium-Luxembourg, Norway and Sweden. 


This is reflected, to a certain extent, in the growth rates 
of exports in the first three quarters of 1980 (relative to 
the same period in 1979) when exports to OPEC contrib- 
uted a major portion of total export growth in most 
European economies (table 1.3.5). In some countries 
(e.g. Italy) they were about the only source of growing 
export demand. 


CURRENT ACCOUNT BALANCES 


In 1980, western Europe and North America combined 
registered a surplus in the invisibles balance estimated at 
about $7.5 billion, down from $9.6 billion in 1979, 
although there were very large inter-country differences.*” 
However, within the region, it was the surplus in the 
United States, estimated at about $31 billion, which 
more than offset the combined deficits of western Europe 
($14.5 billion) and Canada ($9 billion). 


The industrialized countries maintained a surplus on 
invisibles with the non-oil developing countries which 
made large and increasing net payments of investment 
income, mainly in the form of interest payments on 
loans, while the growth of returns on direct foreign 


31 OECD, Economic Outlook, Paris, December 1980, p. 124. 


investment (including reinvested earnings) played a 
smaller role.** 


The surplus on the balance of services and private 
transfers vis-a-vis OPEC continued to grow in 1980 
to about $42 billion and is expected to make a further 
substantial increase ш 1981.33 Possibly one third of 
this deficit was for shipping and transport services. 


The most striking development in the current account 
balances in the region since the beginning of the oil 
price rise in 1979 has been its deterioration in western 
Europe by $75 billion to an annual deficit of about 
$61 billion. In contrast the current balance in North 
America improved by $20 billion (due mostly to the 
United States) over the same period as differences in 
regional cyclical economic activity and in competitive 
position worked in its favour to offset the higher oil 
import bill (table 1.3.6). 


A large part of the current deficit in industrial western 
Europe was attributable to the Federal Republic of 
Germany ($15.5 billion), but this represented only 1.9 per 
cent of GDP. The current deficit was also relatively 
small for some of the other larger countries (France 


32 GATT, International Trade 1979/80, Geneva, 1980, p. 11. 
33 OECD, loc. cit., p. 125, table 58. 
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TABLE 1.3.6 


Current balance of payments 
(Billion US dollars) 


nn ee UU EEE ESSERE 


1978 1979 1980 
Including Excluding Including Excluding Including 
government government government government govrenment 
Country transfers transfers transfers transfers transfers 
Аба. (о... а. —1.4 А! = —1.7 —50 
Belgium-Luxembourg . . . — 0.9 — 0.5 —3.4 29 — 6.0 
Denmark) ии В ба. = =| —3.0 — Ps} SPAS 
Finlandaeg mame. 4. ce 0.6 0.7 — 0.3 — 0.2 —1.7 
Francety. -.. . ir es 3.8 5.2 1.5 3.2 fee 
Germany, Fed. Rep. of . 8.7 13.0 — 6.3 — 0.4 —15.5 
ОК то о О ae 0.3 —1.0 ails —2.4 =1.2 
Ман. Sta. net. 6.4 9.2 5.1 8.0 = 
Netherlands). а. =! —0.9 — 2.4 — 2.2 24 
Моруа. ное == =. Wee — 0.8 0.9 
АН О. о 5: 05 0.8 2.6 — 157 —4.9 
Switzerland™.. 3). .a 6 4.4 4.8 2.4 2.8 — 0.6 
United Kingdom. .... 1.2 4.5 3 0.6 5.3 
Industrial western Europe . 1722 30.5 = 17.3 —1.0 — 49.5 
GleeCe tee 9 коем 3 11.8) = И — 1.4 
И о ты wrens tees — 0.8 — 0.8 — — —0.2 
Spain ск. Syn cc ene 1.6 1.6 1.2 122) =! 
ее ПА ccs Sete aly —1.4 12 2 Е 
ЗОНЕ: 5 pun So ao —1.0 —1.0 —3.7 АЙ 20 
Southern Europe. ... . 2.9) —2.9 =5.3 5.3 = 11.5 
Western Europe ..... 14.4 27.6 =226 — 6.3 — 61.0 
Сапа а с —4.4 —4.2 —4.3 — 4.5 —1.6. 
United С в ЕС San —9.5 — 0.6 4.5 3.4 
North America ..... — 18.6 РД —5.0 — 1.8 
ЕЕ С о бое ое 17.6 18.0 8:7 eo — 10.8 


Sources: Secretariat estimates; IMF, International Financial Statistics, February 1981; OECD, Main Economic 


Indicators. 
Note: Discrepancies are due to rounding. 


1.2 per cent of GDP, Netherlands 1.5 per cent and Italy 
2.4 per cent), while the United Kingdom was in surplus 
by 1 per cent of GDP. In contrast, the deficits of some 
of the smaller west European countries were large in 
absolute terms, but even more so as in relative terms: 
in Denmark and Finland, the current deficits were over 
3 per cent of GDP, in Austria and Sweden 4 per cent 
and over, 5 per cent in Belgium and 7 per cent in Ireland.*4 
Some of these countries were already in deficit in 1978 
(before the oil price rise) when western Europe as a whole 
recorded a substantial surplus. However, in a majority 
of the European countries, the 1980 deficits as a percentage 
of GDP are lower than those experienced after 1973. 
Belgium, the Federal Republic of Germany and the 
Netherlands then had surpluses which they managed 
to maintain for several years, but all three subsequently 
experienced a progressive deterioration in their current 
accounts. 


Estimates of current account balances in 1981 are 
sensitive to assumptions about changes in the real price 
of oil. One recent projection shows a decrease in the 
west European current account deficit from an estimated 


34 The current account deficits of the countries of southern 
Europe oe between 1 and 4 per cent of GDP. See chapter 2, 
section 2. 


$60 billion in 1980 to about $47 billion in 1981. Com- 
parable figures for North America are surpluses of 
$2 billion and $17 billion respectively.* 


CURRENT ACCOUNT FINANCING 


The large current account deficits experienced by the 
industrialized market economies in 1980 appeared to 
have been financed without excessive difficulty. Prospects 
appear relatively favourable for further financing through 
normal commercial channels, even for some of the 


smaller economies with relatively large deficits looming 
in 1981. 


Financing has been facilitated by a number of factors. 
Firstly, large amounts of recycled funds have been made 
available on the international financial markets. High 
interest rates, along with what appears to be a positive 
evaluation by surplus countries of the financial positions 
of the industrialized economies in deficit, have been 


88 OECD, Economic Outlook, Paris, December 1980. Real oil 
prices were assumed to remain constant 11981 (that is the price of 
oil was assumed to increase at the same rate as the projected 7 per 
cent rise in the export price of manufactures); the prices of non-oil 
commodities were assumed to increase by 4 per cent. 
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helpful.** As a group the latter countries have benefited 
from the rise in the price of gold bullion in international 
markets and this had led to a substantial upward re- 
evaluation in many countries of both official gold and 
global reserves. For example, between the end of 
December 1978 and the end of June 1980, the global 
reserves of the European Economic Community increased 
from 139 to 223 billion ecus (60 per cent increase) which 
raised the ratio of reserves to annual imports from 
42 to 50 рег cent.37 Countries which particularly 
benefited from this revaluation, because of the larger 
initial weight of gold in their global reserves, were France 
(+102 per cent increase in global reserves), Belgium 
(+94 per cent), Netherlands (+88 per cent) and Italy 
(+81 per cent). In the United Kingdom both the en- 
hanced value of its oil reserves and its positive real 
rate of interest played a role in attracting funds, while 
the latter was an important factor in the United States. 


Secondly, the international distribution of current 
account deficits has been viewed as relatively favourable 
since the Federal Republic of Germany and Japan, 
two countries with strong economies and abundant 
reserves, have accounted for a large part of the western 
deficit. This is in contrast to the pattern experienced 
after the first oil price shock when much of the burden 
of the resulting deficits was borne by countries in a 
weakened financial position (France, Italy, the United 
Kingdom). At that time, the Federal Republic of 
Germany, the United States and the Netherlands were 
recording substantial surpluses on the current account. 
On the other hand, many of the smaller countries which 
are experiencing large deficits now also recorded them 
after 1973—Canada, Ireland, Denmark, Sweden, Finland, 
Austria, Spain, Portugal, Greece and Turkey. In 1981 
the pattern of deficits may shift to the detriment of many 
of the smaller countries in the region. As the United 
States recorded a current account surplus in 1980, and 
expects another in 1981, it has not shared the burden 
of the western deficit. 


In contrast to the pattern of the recycling of funds 
following the first round of oil price increases in 1973- 
1974, there has been a recent tendency towards closer 
and more direct financial co-operation between western 


36 For an analysis of the effect of high interest rates on demand, 
see the following section. 

37 Commission of the European Communities, Annual Economic 
Review 1980-1981, COM (80) 596/2, 15 October 1980, Table 3.4. 
Gold is valued as in the European Monetary System (EMS) namely, 
at the average market price of the six preceding months. 


deficit countries and OPEC with a rise in non-dollar 
denominated foreign loans.*8 


(ii) Trade prices 


The most significant change in trade prices during the 
past year has been the 35 per cent increase in crude oil 
prices 33 that has followed the 100 per cent rise in 1979. 
Non-oil commodity prices were on average 18 per cent 
higher in 1980. In contrast to recent years, however, the 
depreciation of the US dollar against many currencies 
stopped in 1980, and appreciated strongly towards the 
end of 1980 and into 1981. Consequently, those countries 
with depreciating currencies found their import prices of 
dollar denominated goods to be increasing faster in terms 
of their domestic currencies. In previous years commodity 
price increases have been partially offset in industrial 
western Europe by appreciating exchange rates. 


NON-OIL COMMODITY PRICES 


The average price of commodities in 1980 was 18 per 
cent above the average level in 1979.*° Prices peaked in 
November and, with the exception of a temporary recovery 
in January 1981, then tended to decline. Much of the 
movement in the index in early 1980 is attributable to a 
short-lived speculative mini-boom in metals and natural 
rubber. For the remainder of the year, it was food prices, 
mainly those of sugar and, to a lesser extent, those of 
grain and soya, that determined the upward trend of the 
all-item index. 


38 The syndicated Eurocredit market has continued to play a 
role, particularly for certain countries such as Italy and Spain, but 
nevertheless its activity for this purpose has been reduced relative 
to the post-1973 period. Similarly, there has been less reliance on 
Official institutions, in particular the IMF, by the industrialized 
western economies. Although information on direct financial co- 
operation between western governments and OPEC is scanty at this 
point, one example is the recent Federal Republic’s Finance Ministry 
announcement that, over-all, the Federal Republic of Germany had 
borrowed DM 20.6 billion abroad, of which DM 12 billion was 
directly or indirectly from OPEC. Of this amount, about DM 
5.5 billion ($2.7 billion) had come directly from Saudi Arabia 
through the purchase of promissory notes and it was indicated that 
a similar level of borrowing from the same source could take place 
in 1981. Not all countries have pursued this option—for example, 
the Government of the Netherlands has decided against the direct 
placement of state loans abroad. 

39 Average crude oil price following OPEC meeting in December 
1980 relative to December 1979. 

40 The greater volume of most commodities is sold through 
contracts and not through the spot market. Nevertheless contract 
prices react to changes in spot market prices. 


The Economist Commodity Price Indices 
(1975 = 100, in terms of US dollars) 


ee ————————— 


1979 1980 1980 3 February 
Average Average Ql Q2 03 04 » 1981 
А его PS Re: 182 214 208 208 218 223 204 
Food. 4a я, ю 188 232 215 227 239 247 222 
Industrial materials 171 184 197 174 182 181 173 
И ~ a ae ge 149 diz. 170 166 174 176 175 
Metalsz soino.-e.: ь 166 176 197 168 Ge 164 151 


a nee aE EEC! 
Source: The Economist, London, 10 January 1981, p. 66, and 7 February 1981. 
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In spite of the strong deceleration in economic activity 
in most market economies during the first half of 1980 or 
earlier, and taking account of the progressively gloomier 
prospects as the year went on, industrial material prices 
did not decline as anticipated. On the contrary, their 
average level in 1980 was 7.4 per cent above the 1979 
average. Nevertheless, the developing economic picture 
gave rise to a reduction of stocks in 1980 from the high 
levels built up in 1979, and thus to reduced imports.” 


The sharp drop in commodity prices towards the end 
of 1980 has been attributed to sales by speculators in 
response to the attractive investment opportunities pro- 
vided by rising interest rates, particularly in the United 
States and, perhaps to a lesser extent, to the strengthening 
of the dollar. Rather surprisingly the switching of assets 
drove down the prices of a range of commodities for 
which the underlying market conditions varied signifi- 
cantly. The most interesting examples were the sugar and 
grain markets in which the demand-supply situation by 
itself would have suggested steady or increasing prices. 
Consumers of industrial materials also reacted to higher 
interest rates by cutting inventory costs through the 
reduction of stocks, in some cases to very low levels. 
Consequently, a further reduction in commodity imports 
to offset de-stocking is unlikely. 


The six-year high price of sugar attained in November 
(before succumbing to the speculative sell-off) was the 
main impetus behind the all-time high reached by the 
food index. Several leading sugar exporting countries 
experienced crop setbacks which were aggravated by a 
fall elsewhere in the sugar-beet crop. Only a small im- 
provement in output is projected for 1980-1981, de-stock- 
ing is expected to continue to very low levels, and conse- 
quently a strong upward pressure on prices is expected at 
least to the fourth quarter of 1981 when the first estimates 
of the 1981/82 crop become available. 


Grain prices had risen substantially from May 1980 
(wheat 23 per cent, maize 34 per cent) until they were also 
driven down by the speculative sell-off. However, they 
have since recovered and are expected to continue upward 
in 1981 in response to the tightening market situation. 
Given the present mediocre production forecasts for the 
1980-1981 crop year, it is expected that, for the first time 
since the world food crisis of the mid-1970s, grain pro- 
duction will have fallen below the long-term consumption 
trends for two consecutive years. World stocks fell by 
24 million tons in 1980 and are expected to fall further 
by 40 million tons in 1981 to 210 million tons. This level 
would cover only 14 per cent of expected annual con- 
sumption and thus be below the minimum level of 17 per 
cent considered necessary to safeguard food security.*? 
The FAO has forecast a record rise in world trade in 
cereals in 1980-1981 to 202 million tons reflecting higher 
imports by the Soviet Union and by the developing 
countries. Another year of bad weather in one of the 


41 This apparent downward inflexibility of prices has been inter- 
preted as possibly indicating the growing market power of the 
producers of some primary materials. According to this view, these 
producers seem to be able to reduce output more quickly now in 
response to a reduction in demand, while prices are raised sharply 
as demand recovers. If greater control over prices has in fact been 
achieved, it may be, to some extent, the result of slow capacity 
expansion due to low investment. Part of the benefit to producers 
from higher prices, however, has been absorbed by higher costs, 
particularly energy costs. 


42 FAO, Food Outlook, Rome, 28 January 1981. 


world’s major grain producing areas would send prices 
substantially higher. Carry-over stocks are at minimal 
levels in Australia, Canada and Argentina, while the 
United States is the only country with significant quan- 
tities available for export. 


Coffee, cocoa and tea prices have remained low as 
excess supply has led to increases in stocks. Neither the 
agreement on export quotas by the International Coffee 
Organization in October 1980 nor the recent partial agree- 
ment within the International Cocoa Agreement has suc- 
ceeded in raising prices. 


Metal prices have fallen more or less continuously from 
the speculation-induced peak in February 1980. Demand 
slackened as industrial production fell sharply and high 
interest rates (discussed above) have deterred stock- 
carrying. Rubber has been affected by much the same 
factors. However, prices are expected to strengthen as 
production is forecast to be below demand in 1981 and 
the oil price increase should make it more competitive 
against synthetic rubber. 


Both wool and cotton prices have held up well in spite 
of the economic recession, seemingly because droughts in 
Australia and the United States reduced supplies. Fur- 
thermore, natural fibres have improved their competitive 
position against oil-based synthetics. 


Given the unfavourable economic prospects for 1981 
and the probability of interest rates remaining at relatively 
high levels, the volume of imports of primary commodities 
is expected to remain depressed while prices may rise 
somewhere between 4-7 per cent. 


CRUDE 'OIL PRICES 


Having increased almost continuously since the end of 
1978, the average OPEC government selling price of crude 
oil levelled off during the middle of 1980 at between $29 
and $30—per barrel in the face of weakening demand. 
Subsequently a modified pricing structure comprising 
three reference levels was adopted at the OPEC Confer- 
ence in December thus opening the way for an average 
price increase of 9-10 per cent.4* By establishing a base 
price of $32/barrel for Saudi marker crude, a ceiling of 
$36/barrel for crudes linked to the Saudi marker crude, 
and a ceiling of $41/barrel for premium crudes (mostly 
African) the new structure gave the individual OPEC 
members a certain leeway in raising prices. The resulting 
$2-4 increases raised the average official selling price of 
OPEC crude (excluding premium charges) to $34.97,44 a 
35 per cent increase over December 1979. 


Entering 1981, the convergence of a number of factors 
has improved the situation in the world oil market. First, 


43 The 9-10 per cent oil price increase was perhaps higher than 
had been anticipated earlier and appears higher than the assumption 
for all of 1981 used by many countries in their forecasts. Even if, 
as has been suggested, OPEC members are unlikely to press for a 
further substantial rise in the second half of 1981, the recent increases 
will have been taking effect in the early part of the year when they 
would have the maximum impact on short term prospects. 


44 In addition, a system of premiums, commissions, and special 
fees ranging from $1.50-$11 per barrel on certain quantities of crude 
has developed to the point where possibly as much as 13 per cent 
of OPEC output is subject to them. These supplementary charges 
not only raise the average price of crude above the average official 
prices given above, but also make a country’s source of supply an 
important factor in determining its import price. 
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oil consumption has fallen faster than had been expected.46 
Estimates for the countries which are members of the 
International Energy Agency show a 7.5 per cent drop in 
1980 and a further drop of 1-2 per cent is anticipated in 
1981. Secondly, measures taken by the IEA member 
countries to reduce the demand for oil in world markets 
(and thus also cut pressures on spot market prices) by 
drawing down stocks at extraordinary rates were effective. 
Stocks fell at double the normal seasonal rate in the last 
quarter of 1980 from 460 to 440 million tons. Plans are 
to increase the rate in the first quarter of 1981 to reduce 
stocks to 410 million tons by 1 April. Finally, Iraq and 
Iran have resumed and gradually increased exports to an 
estimated 1.0-1.4 million barrels per day (still down from 
3.5 mb/d before the outbreak of the war in 1980). Asa 
result, spot market prices have recently sunk close to 
‚ OPEC contract prices and there has been increased 
reluctance by consumers to pay premiums on official 
prices. 


Oil market prospects remain, as usual, uncertain but 
are expected to be dominated by the following foreseeable 
factors: stocks are still high and play a stabilizing role, 
but they will still need to be used at above normal seasonal 
rates to offset the partial loss of Iraqi and Iranian ex- 
ports; 46 the rate at which Iraqi and Iranian production 
and exports continue to increase from their present levels 
is important, but is probably conditional on the cessation 
of hostilities; and thirdly, uncertainty remains about 
Saudi Arabian production plans, but it is probable that 


45 This reduction has been attributed by the IEA to three factors, 
all equally important: the slowdown in economic growth, higher 
prices for oil, and energy saving measures. 

46 It is felt that the drawing down of stocks will be a key factor 
in maintaining stability on the oil markets in the coming year. It 
should be remembered that in the past, inventory policies have 
tended to accentuate price movements rather than mitigate them. 
This is because spot market prices have tended to lead official 
OPEC selling prices upward. Accordingly, when spot prices have 
risen over a period, stocks would be held on to, or even increased, 
because of the high probability of inventory profits from sub- 
sequent increases in official prices. On the other hand, stocks would 
be liquidated as spot prices fell, thus reinforcing the fall, as they 
approached official prices and the cost of inventory maintenance (at 
high interest rates) exceeded the potential profits from further 
Official price increases. 


they will be lowered since production has exceeded their 
target rate.‘’ 


MANUFACTURED GOODS EXPORT PRICES 


During the first three quarters of 1980, west European 
export prices of manufactured goods continued to increase 
at slightly over 14 per cent per year, a rate which has 
been roughly constant for about three years. The appre- 
ciation of the US dollar against the European currencies 
during the first three quarters of 1980 implies that the 
increase in terms of domestic currencies was slightly 
higher. 


Annual rates of growth of manufactured goods export prices < 
(Percentage change from the same period in the previous year) 


1978 1979 1980 01-03 
Western Europe ..... 15.5 14,3 14.1 
North America. ..... 2 14.3 9.9 
Japan vets М 21.3 7.6 5.06 
Industrialized market 
economiesss fin sae ки. 14.4 12.4 


Source: United Nations, Monthly Bulletin of Statistics, New York, December 
1980. 


® Unit value indices in US dollars. 
» First half of 1980. 


In contrast the export price growth in North America 
slowed in the second half of 1979 from an annual rate of 
over 14 per cent to about 10 per cent and there appeared 
to be a tendency for this rate to drop as 1980 wore on. 
Export price growth may be expected to slow as demand 
continues to be sluggish. 


47 One possible strategy which Saudi Arabia might pursue is to 
adjust its production to achieve equlibrium in the markets as a step 
towards the establishment of the long-term price strategy for OPEC 
which it favours: small, regular price increases tied to western 
inflation and GDP growth. Cutbacks in Saudi exports would raise 
average oil prices. 


4. PROSPECTS AND POLICIES 


(i) A period of “cooling-off” 


The growth of production in the western industrialized 
countries has now slowed down to virtual stagnation. 
The prospects for 1981 are rather bleak—on average 
the outcome may very well be below that of 1980. In 
such a situation of slow and, in some countries, even 
negative growth, counter-cyclical policies would normally 
have been instigated as, for example, in similar circum- 
stances in the years 1974-1975; but present economic 
policies are now generally restrictive, that is, pro-cyclical. 
There is a wide consensus among policy makers that such 
a policy should be continued until inflation has been 
considerably reduced and safety margins created against 
the possibility of a renewed upsurge in prices. This is 
expected to require a relatively long period of “cooling- 
off”, perhaps a couple of years.48 The adoption of this 
strategy implies that the search for the “narrow path” 
of growth without inflation, as advocated by the 
McCracken report, has been further postponed. The 
philosophy behind the strategy is that a prolonged 
“cooling-off” period will reverse, once and for all, 
ingrained price expectations and other entrenched 
inflationary factors, after which it would be safe to pro- 
ceed on the “narrow path” of balanced growth. The 
possibility of this strategy has, of course, yet to be proved, 
as inflation is still running at historically high levels 
and growth is virtually zero in many countries. 


It has been argued in previous issues of this Survey 
that the “narrow path” may not exist because of various 
structural factors which have been gaining in strength 
throughout the post-war years. These factors are fairly 
intractable: they may be immobilized during a “cooling- 
off” period but are likely to re-emerge as soon as policies 
become less restrained.*® It might also be argued that the 
“cooling-off” period itself may create imbalances which 
will reveal themselves as soon as the period is over. 
Incidental factors may also intermittently renew inflation- 
ary tendencies. Because of the apparent unconditional 
commitment of economic policies to the suppression 
of inflation the length of the “cooling-off” period there- 
fore appears rather indefinite. There are several factors 
to be considered here. 


48 Such a line of action has been unequivocally expressed in the 
annual reports of a number of international organizations: for 
example the Bank for International Settlements, the OECD, the 
IMF, the European Economic Community, and the GATT. 


49 See particularly the section “The Road to Recovery” in the 
Economic Survey of Europe in 1977, Part I: “Thus in the goods as 
well as in the labour market the strong and the well-organized are 
the price-leaders and they might well block the ‘narrow path’ for 
general demand policies. A prolonged process of squeezing and 
keeping out the weak and unorganized groups will not change the 
mechanisms of the inflationary process. On the other hand it 
would not appear particularly inflationary to engage these groups 
in the production process. But for this purpose one has to rely on 
selective policies” (p. 41). 
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The development of oil prices is the most important 
but also the most uncertain factor to account for in a 
prediction of future inflation trends and policy responses. 
Events in the last few years have shown that there are 
always risks of unforeseen disruptions in OPEC deliy- 
eries. There are also constant pressures within OPEC 
to increase oil prices. The general technical assumption, 
underlying most forecasts, of no change of oil prices 
in relation to the prices of manufacturing exports may 
therefore have an optimistic bias. In view of the un- 
certainties surrounding future oil supplies and oil prices 
the desired safety margins against potential disruption 
would have to be rather large, particularly as the 
considerations involved here are not only economic 
but of a broad geopolitical nature. There is, however, 
no assurance that slow growth will attain the margin 
of safety since oil producers may counter weakening 
demand with a reduction of supply rather than prices. 


In 1981 there is a clear risk of rising food prices. 
Harvests have been sub-normal in the Soviet Union, 
eastern Europe, Australia and China. Agricultural 
stocks are relatively low and another year of bad harvests 
could well cause the kind of increases in grain prices 
that played a substantial role in the inflationary surge 
in 1973-1974. This is a potential source of inflation 
which in the short run may become more serious than 
oil. Industrial material prices probably have become 
increasingly sensitive to changes in the growth of indus- 
trial production. Expansion of capacity in basic materials 
has been rather slow whereas target margins of unused 
capacity may have risen. 


All in all commodity prices are not likely to display 
the same pattern as in the years after the first oil “crises” 
when they lagged behind the recovery of manufactured 
prices. The former may therefore accentuate rather 
than offset inflationary pressures emanating elsewhere. 
Increases in commodity prices may also worsen the 
terms of trade of industrialized countries and thereby 
restrict the scope for real wage increases. This has a 
bearing on one of the main sources of domestic inflation- 
ary pressures, namely the wage-price spiral.®° 


The success of present anti-inflationary policies will 
to a large extent depend upon their effect on the growth 
of nominal wages. These have to be kept more or less 
in line with increases in productivity. Since, in the 
present stage of the business cycle productivity is 
increasing very slowly, if at all, the scope for increases 
in nominal wages is small and would be further limited 
by losses in the terms of trade. If inflation is to be reduced, 
the scope for increases in wages is very limited indeed. 


we Hie should be noted that from a monetarist point of view in- 
creases in import prices (oil prices, etc.) strictly speaking do not 
have a bearing on inflation as long as the monetary target is adhered 
to. Eventually nominal wages will be brought down to the rate of 
Increase compatible with the desired price development. 
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So far there has been some slow-down in the rate of 
increase of nominal wages, no doubt related to the 
continuous worsening of the employment situation. 
Unemployment is expected to increase further in 1981 
and a further deceleration of nominal wage growth 
might therefore be expected. But this development may 
be of a short-term nature. It has been argued that wage 
earners in the longer run bargain for a certain trend 
increase in real wages. If this is true, there will be an 
accumulation of claims during the period of near stag- 
nation when there is hardly any scope at all for real 
advances. But as soon as the “cooling-off” period is 
over—or even before—there is a risk of claims for a 
retroactive adjustment of wages that could not be 
accommodated even if countries were entering a stage 
of strong growth. 


Finally there are also risks of inflationary pressures 
emanating from the exchange markets. Exchange rates 
in some countries have tended to move out of line with 
basic cost and price relationships. Domestic costs, as 
after the first oil price increase in 1973-1974, have re- 
sponded in different ways depending on the intensity 
of the price shocks, policy reactions, labour market 
structures, productivity changes, etc. The oil price 
increases in 1973-1974 were allowed to work rather 
freely through the cost and price structures. The high- 
inflation countries subsequently adjusted emerging dis- 
parities through devaluations, The difficulties experienced 
in containing the subsequent upsurge in the cost-price 
spiral have made governments wary of such policies. 
Thus deliberate devaluations have been avoided and 
some currencies have appreciated as a consequence of 
the pursuit of monetary targets rather than of changes 
in costs and prices. The reason is that the upward cost 
and price pressure in depreciating countries is generally 
much stronger than the downward pressure in appreciating 
countries. Thus there might be a latent need for exchange 
rate adjustments which, if realized, would tend to give 
an upward bias to world trade prices. 


(ii) Current policies 


There are thus various factors that are potentially 
adverse to the sought-for dampening of inflation: 
developments in the markets for oil, food and industrial 
materials, nominal wage rate mechanisms and exchange 
rate alignments. If these developments turn out un- 
favourably and the strategy of “cooling-off” is strictly 
adhered to, the period of near stagnation would be pro- 
longed indefinitely. The reason is that economic policy 
has been intimately linked to price developments in 
the short as well as in the medium term. 


The strategy for a progressive reduction of inflation, 
particularly in the larger countries, is formulated in 
terms of a monetary target, the general practice being 
to set this target below the expected inflation rate. 
As long as such a strategy is pursued, it would preclude 
any significant revival of real demand, assuming that 
the economy behaves as it is supposed to do. The actual 
rate of increase of the chosen monetary aggregate in 
some countries has been undershooting the set target. 
In others the monetary variable has been overshooting 
(United Kingdom) or fluctuating about the target 
(United States) but have, nevertheless, been below actual 
inflation rates. It is thus clear that monetary policies 


at present are strongly contractionary, and in the 
foreseeable future will continue to be so. Any new oil 
price increase will have an additional deflationary impact. 


Efforts to adhere to the monetary target in the United 
States have caused escalating interest rates and have 
tended to gear expectations to still higher rates, particu- 
larly since there seems to be only limited scope for chang- 
ing the mix of fiscal and monetary policies. Interest 
rates thus have to bear the brunt of adhering to the 
strict monetary targets. There is hardly any possibility 
of abandoning the targets since that would mean the 
loss of a hard-earned credibility of the whole economic 
Strategy. 


As the United States’ economy is now apparently 
recovering from a short but intense recession ahead 
of the west European countries, the former would 
normally have acted as a “locomotive” for the latter. 
The high rates of interest in the United States however, 
act as a deterrent to renewed growth not only dom- 
estically but in other countries. They have reinforced 
the downward pressure on the Deutschmark which was 
already stemming from the adverse development of the 
current balance. The freedom of action of domestic 
monetary policies has thus been restricted since interest 
rates cannot move independently of those in the United 
States. Lower rates in the Federal Republic of Germany 
could create further capital outflows and further down- 
ward pressure on the Deutschmark, which in turn would 
have an adverse effect on the domestic rate of inflation. 
It is also feared that lower interest rates and more erratic 
movements of the monetary aggregate might give the 
wrong signals to the labour market. 


The gradual shifting of economic policy-making in the 
Federal Republic of Germany to concern about the bal- 
ance of payments has caused problems for those countries 
—in the first place Belgium and the Netherlands—that 
previously had followed to a large extent the lead of their 
dominant trading partner. Interest rates in these countries 
have been determined largely by rates in the Federal Re- 
public of Germany and by expectations concerning the 
future exchange rate with the Deutschmark. Much the 
same relationship exists between interest rates in the 
United States and Canada. Real rates of interest in the 
dominating countries however, have now reached levels 
where they will be questioned from the general point of 
view of the present stagnation of output and particularly 
in regard to the avowed aim of stimulating real invest- 
ment. But exchange markets are behaving as if the high 
interest rates in the United States will remain for a fairly 
long time. (They may, however, fall quickly if it becomes 
clear that there will be no genuine recovery in the United 
States.) Expectations about exchange rate alignments on 
the other hand, may not materialize until the more energy- 
dependent countries (for example, the Federal Republic 
of Germany) achicve a better energy balance. The pres- 
ent, deflationary, levels of interest rates may therefore 
remain for quite a while. 


The United Kingdom’s experience is contrary to that 
of the Federal Republic of Germany in that a favourable 
balance of trade has tended to appreciate the currency. 
Capital inflows have been an additional factor. Rates of 
interest have been high as a consequence of efforts to 
neutralize the liquidity effects of a large public sector bor- 
rowing requirement. This has only been partially suc- 
cessful and the monetary target has been persistently 
overshot. An additional factor behind the overshooting 
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seems to be a growing asymmetry between financial 
savings in the household and enterprise sectors. The cash- 
flows of enterprises are squeezed because of high interest 
rates and low productivity. The consequent increase in 
intermediation inflates the monetary aggregates and is 
equivalent to a lowering of the income velocity of money. 
A given monetary guideline might then understate the 
restrictive effects. The effect of North Sea oil on the ex- 
change rate has proved particularly hard to allow for 
inside a general monetaristic strategy. High interest rates 
and an appreciating pound appear to affect the real econ- 
omy much faster than is indicated by the actual develop- 
ment of the money supply. 


Fiscal policy is subordinated to monetary policy in 
countries where monetary targets are being pursued. 
The mix of fiscal and monetary policies which was prac- 
tised in the 1974-1975 recession according to traditional 
Keynesian prescriptions has thus been abandoned. Both 
the size as well as the methods of financing the public 
sector borrowing are subordinated to the requirements of 
the monetary target. Public expenditures are also being 
held back in order to make room for the private sector 
and for an increase in the scope for “market forces”. 
One important implication of this strategy is that unfore- 
seen deflationary factors, such as an unexpected increase 
in households’ propensity to save, will in principle not 
be offset by discretionary expansionary fiscal policy. Any 
balancing effect will have to come from automatic fiscal 
stabilization or from falling interest rates. Such a re- 
nunciation of Keynesian “fine tuning” is implicit in a 
commitment to a medium-term monetaristic strategy. 


There is now generally less discussion about, and ap- 
parently also less faith in, incomes policies as a means 


of containing inflation. Incomes policies involving tax 
concessions would go against the grain of the monetary 
strategy which depends on market forces to reduce gradu- 
ally the rate of price increase. There are, however, many 
more or less subtle forms of incomes policies. Even mon- 
etaristic policies can be seen as (an indirect) way of per- 
suading the labour market participants to conform to an 
anti-inflationary guideline, especially if the monetary tar- 
get is taken as a starting point for wage negotiations. 


(iii) The present outlook 


In view both of the uncertain outlook for inflation and 
of the overriding priority of reducing it, there will be no 
decisive stimulus to growth from the public sector. One 
thus has to look for factors in the private sector that 
would contribute to a revival in the not-too-distant future. 


According to the business survey evidence for manufac- 
turing industry in the member countries of the European 
Economic Community there was a down-turn in the 
middle of 1979: the business climate indicator and the 
evaluation of order books started to fall, while the indi- 
cator for stocks of finished products started to rise. The 
climate indicator is shown in chart 1.4.1 and the combined 
order book and inventory index—the index of “demand 
pressure”—in chart 1.4.2.5 Since the turning point, the 
latter index has been falling continuously; in November 
1980 it was around the same level as in the previous trough 
it was around the same level as in the previous trough 
of about three years earlier, but with no indication of an 
upturn. Price expectations were falling during the first 


51 For an explanation of the charts, see the notes to the charts 
and also the Economic Survey of Europe in 1979, pp. 49-50. 
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Business climate indicator: EEC countries 
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СНАВТ 1.4.2 


Demand pressure and price expectations: EEC countries 
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half of 1980 but stabilized in the second half at a level a 
little above the low point of three years earlier (see chart 
1.4.2). There are, however, large differences between 
countries. 

In the United Kingdom, and to some extent also in 
Ireland, price expectations fell rapidly during the year. 
The “demand pressure” index has deteriorated dramati- 
cally, the evaluation of order books in particular being 
now at an all-time low in both countries. There has thus 
been a very close co-variation between the two variables 
(see chart 1.4.3). The business climate has also been 
worsening although there was some levelling-off in the 
second half of 1980. In the other European Economic 
Community member countries the deterioration in the 
business climate and the fall in the index of “demand 
pressure” have been less spectacular than in the United 
Kingdom and Ireland. 


The pattern of developments referred to above is likely 
to influence the present investment decisions of enter- 
prises. The demand pressure indicator seems to be re- 
lated to (and to lead) industrial production and capacity 
utilization. The business climate indicator measures the 
confidence of enterprises in the immediate future. The 


behaviour of price expectations reflects enterprises’ judge- 
ment of the future conduct of the anti-inflationary poli- 
cies pursued by governments. For the United Kingdom 
and Ireland the effects of price expectations would be 
favourable in the sense that the anticipated slowing down 
of inflation would signal that the end of the harsh re- 
strictive policy is at least in sight. The “deficit demand” 
and lack of confidence would, however, be adverse to 
investment decisions. Only in the Federal Republic of 
Germany do the indicators seem to indicate an environ- 
ment relatively conducive to investment: confidence ap- 
pears to be relatively high and enterprises seem to be 
optimistic about price developments. Belgium, on the 
other hand, with as favourable a development of price 
expectations as in the Federal Republic of Germany, 
show a weak performance for the other two indicators. 
In France and Italy the constellation is unequivocally 
adverse to investment in manufacturing. 


Thus in most countries a significant increase in private 
investment does not seem probable either in fixed capital 
or in inventories. To be sure, business fixed investment 
is not collapsing as in 1974-1975—profits and liquidity 
are now generally better than they were then—but ca- 
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CHART 1.4.3 


Demand pressure and price expectations: United Kingdom 
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pacity considerations and credit conditions militate against 
an improvement. High interest rates are particularly af- 
fecting investment in housing and inventories. There 
might be some improvement during the course of 1981 
but it is unlikely to be on a scale that would give an 
impetus to general economic revival. This atypical cyc- 
lical behaviour is mainly accounted for by the pro-cycli- 
cal stringency of monetary policies. 

In 1980 there was no increase in real disposable income 
in North America, and no more than a 1-1.5 per cent 
increase in the Federal Republic of Germany, France, 
the United Kingdom and Italy. The development in 
1981 is very uncertain. Real income of households should 
increase slightly in North America, decline in the United 
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Kingdom and increase at about the previous year’s rate 
in the Federal Republic of Germany, France and Italy. 
The effect of net taxes will—on present policies—be neg- 
ligible in most countries. Given the assumption of un- 
changed savings ratios, private consumption would change 
in the same way as real income: thus there would be 
little impetus to a revival coming from private consump- 
tion. Uncertainties about saving ratios concern possible 
increases as well as decreases. In the face of sharply 
accelerating inflation rates after the first oil crisis, savings 
rates increased dramatically. Such a tendency would, 
according to previous experience, be reinforced by the 
prospect for unemployment which is bleaker now than 
for a very long time. As successively more persons (and 
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family units) become unemployed for longer periods, 
Savings are more likely to be drawn upon. This is the 
more likely given the severe and widespread limitations 
on the availability of consumer credit. 


The consumer surveys conducted by the statistical of- 
fice of the European Economic Communities give some 
indications of the present attitudes and expected behav- 
iour of households in the near future. It appears that 
their economic outlook has become gradually more pessi- 
mistic since the beginning of 1979, and is presently com- 
parable to the low point reached during 1974-1975. (It is 
below that point in Denmark and the Netherlands.) 
It should be noted also that the price expectations of 
households seem to be much less volatile than those of 
enterprises. Towards the end of 1980 they were generally 
close to those prevailing one year earlier (in the United 
‘Kingdom there was, however, a significant fall). Gener- 
ally speaking, the pattern of households’ expectations are 
similar to those prevailing in 1974. Their plans for future 
savings and major purchases were on average as subdued 
in 1980 as in 1974. Households obviously foresee stag- 
nating or falling real disposable income. To the extent 
that these expectations turn out to be too pessimistic, 
ex post savings may exceed ex ante savings. All in all 
the survey evidence seems to agree with macro-economic 
considerations that no significant contribution to growth 
will emanate from the household sector in the near future. 


Individual countries may rely on exports as a source 
of stimulation but for the region as a whole there are no 
indications of a strong performance. The deflationary 
effect of the oil price increase seems to have been as large 
in 1979-1980 as it was in 1973-1974, but the offsetting 
absorption of OPEC imports is likely to be weaker this 
time. The tendency to increased competition among the 
industrialized countries will not, of course, change their 
situation as a group. 


The above discussion has pointed to some of the simi- 
larities between the present situation and that which pre- 
ceded the serious recession of 1975 when GNP in west- 
ern Europe and North America declined significantly. 
As shown in section 1 of this chapter, the 1974-1975 re- 
cession appears to have been deeper than the present one, 
but the downswing then started from much higher ac- 
tivity levels. The present depression appears shallow but 
there has not been much of a peak to fall from. Private 
fixed investments as well as inventories have been rela- 
tively flat. The whole picture is more of a levelling out 
of the business cycle. That at least seems to be the case 
in western Europe, although in the United States there 
is more of a cyclical pattern. But then there has, in the 
United States, been at least a resemblance of the trad- 
itional counter-cyclical policy. Furthermore, inflation 
in the United States has, for two consecutive years (1979 
and 1980), reached two-digit figures with no apparent 
tendency of slowing down. The “cooling off” period has 
hardly begun. 


The “mini-boom” in 1976 was followed by a recession 
in 1977 in a majority of west European countries. It was 
rather unusual for an impending boom to be broken at 
such an early stage in the cycle. The main reason for 
this was the application of restrictive policies as soon as 
there were signs of an acceleration of inflation. Thus, 
the stock-building mechanism went into reverse, private 
consumption levelled out because of unemployment and 
stagnating real wages, and fixed investment was discour- 
aged because- of lack of confidence. This time there has 


been no easing of policy in western Europe in the after- 
math of the second major increase in oil prices. There- 
fore instead of a mini-boom, a rather drawn-out recession 
is more likely. The present commitment to anti-inflation- 
ary policies—and to maintenance of their credibility— 
leaves very little scope for manceuvre over the next few 
years. It seems in any case clear that unemployment will 
continue to increase and, by 1982, will have reached the 
highest level since World War II in most countries. 
Unemployment, furthermore, is worsening not only with 
regard to sheer numbers. There is a tendency towards 
longer duration of unemployment for the unemployed.*2 
One of the most serious aspects of the present situation 
is the high degree of youth unemployment: almost half 
of the unemployed are below 25 years of age. These de- 
velopments severely strain the fabric of society and place 
a heavy obligation on present restrictive economic poli- 
cies to show that the costs of this strategy will be worth- 
while in terms of deferred social welfare. 


(iv) Restriction or expansion 


There has been some success in reducing and holding 
down inflation, notably in the Federal Republic of 
Germany and Switzerland. However, these examples may 
not be taken as complete proof of the general applicability 
and effectiveness of monetarist policies. It can be argued 
that in these countries certain prerequisites were, and are, 
present without which such policies would not have been 
successful. From this standpoint one may even raise the 
question whether other policies could have performed as 
well or better in terms, for example, of the cost of for- 
saken growth. The particular requisites concern primarily 
the characteristics of the labour market: its supply 
elasticity (for example, the availability of immigrant 
workers) and its related “discipline” in wage negotiations. 
Memories of the great inflation after the First World War 
may also still be an influence on the behaviour of house- 
holds and enterprises. These factors played a role in the 
stabilization policies which were successfully pursued in 
the years before the application of formal monetarist 
policies. Previously the focus was on the exchange rate 
rather than on a monetary aggregate: in the 1960s there 
was thus a policy discipline in the Federal Republic of 
Germany with regard to the Deutschmark. 


The United Kingdom on the other hand can be said 
to represent a very severe test case for monetarist policies. 
The recent development has been one of large imbalances 
in several respects. The labour market in the United 
Kingdom is, furthermore, fragmented with staggered 
negotiations which are apt to strengthen the mechanisms 
for competitive wage claims. Various economic policies 
have been tried, so far without apparent success, to secure 
a non-inflationary performance from this very hetero- 
genous market. 


Economists’ prescriptions for policy range, at present, 
from severe restraint to moderate expansion. In some 
ways this range of opinion recalls the discussion at the 


52 See OECD, Economic Outlook, Paris, December 1980, 
pp. 26-27. 

53 Monetarist policy being defined as an economic policy using 
a pre-determined path for monetary aggregates as the main inter- 
mediate target. The problems faced by monetarist policies during 
their first years of application were discussed in Economic Survey 
of Europe in 1978, Part I. 
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beginning of the 1920s. At that time the issue also con- 
cerned the repression of inflation and the use of monetary 
policies. Most economists were in favour of severe 
deflation, while the “practical” men, entrepreneurs and 
private bankers, were mainly in the expansionist camp. 


The present discussion has in particular concerned the 
United Kingdom, which is natural considering the un- 
usual case study in monetarist policy which that country 
is offering to both economists and “practical” men. 
Various positions with regard to this policy are available 
in the form of memoranda contained in a recent official 
report on monetary policy.*4 The following classification 
of policy recommendations is to some extent based on 
that report. 


The current debate concerns some basic issues: the 
degree of priority to be given to the repression of infla- 
tion; the nature of the inflationary mechanisms; the conse- 
quent application of policy instruments; and the precon- 
ditions for renewed growth. Even if it were agreed that 
one or another strategy would actually attain a given set 
of targets, differences of opinion would still remain as to 
the costs that would have to be incurred in each particular 
case. 


For the monetarists there is no doubt that the distortive 
effects of inflation are so large and obvious that the fight 
against inflation must have priority over anything else. 
Inflationary expectations, once entrenched, are regarded 
as the driving force as they influence all kinds of contracts. 
These expectations must be eradicated and for this pur- 
pose a restrictive medium-term monetarist policy is the 
only robust strategy available. Once it is quenched there 
will not be any renewal of inflation if the monetary targets 
continue to be adhered to; and if they are, the conditions 
will also be created for sustained growth. Monetary 
policy cannot by itself assure such growth but it will 
facilitate it, not only by the eradication of inflation but 
also by the retrenchment of the public sector and by 
assuring the play of “free market” forces. 


Inside the restrictionist camp there are various factions. 
According to pure monetarism, represented by the well- 
known doctrines of Milton Friedman, monetary restraint 
should be exercised through the monetary base which the 
authorities can control directly. In a famous analogy the 
use of interest rates for monetary control is compared with 
the use of rail or air fares to control auto production. 
A precise analogy to the control of base money is the 
control of motor car production by operating on the 
availability of steel.*5 The determination of both interest 
rates and the exchange rate should be left completely to 
market forces. There will, furthermore, be no scope for 
governments to smooth the process of monetary restraint 
—the result would be wild gyrations of all the control 
variablés involved. According to Friedman the monetary 
policies in recent years both of the United Kingdom and 
the United States (even after the change of operations in 
October 1979) have been faulty in these respects. 


54 Treasury and Civil Service Committee (House of Commons), 
Memoranda on Monetary Policy, London, HMSO, 17 July 1980. 
In the text above references are made to contributions by Professors 
Milton Friedman, О. Е. W. Laidler, А.Р. Minford, Е. Hahn and 
Professor Lord Kaldor. 


BG This example looks less adequate, however, in view of the 
increasing possibilities of substituting aluminium and plastic for 
steel. 


The deviations of actual policy from “pure” monet- 
arism partly reflect different conceptions concerning the 
functioning of the economy, and especially the transmis- 
sion mechanisms of monetary policy. But problems have 
also arisen in respect of short-run policy reactions to un- 
expected events, instabilities in hitherto stable relation- 
ships, the need for inevitable political compromises, ес. 
From time to time there have thus been shifts in the setting 
of immediate monetary targets and in the extent to which 
the orderly functioning of money and capital markets has 
been taken into consideration. When quantitative targets 
induce changes in interest and exchange rates, which in 
turn may have feed-back effects that modify the original 
objective, one can speak of pluralistic monetary policy; 
France is perhaps the best example where policy is 
explicitly conducted in this way. 


Differences of opinion among advocates of restriction 
also concern the recommended speed of policy implemen- 
tation. The gradualists are in favour of a rather drawn out 
process of slowly declining monetary targets (1-2 per- 
centage points a year) set in advance over a number of 
years, carefully published and scrupulously followed. 
This need not necessarily imply a long shallow depression 
and a gradually falling inflation rate. It is more likely 
that it will lead to swings in both output and inflation 
although the latter would be around a falling trend. In 
an open economy a floating exchange rate is seen as the 
main channel for downward pressure on wages and 
prices. But if domestic prices do not respond, the effects 
will be concentrated on incomes and employment in 
industries competing in international markets. 


It has been argued that the sum of the various negative 
side effects of monetary restraint can be made smaller 
the more rapidly and intensively the policy is applied. 
If such a policy is properly understood when announced 
and implemented, the disturbances to output and employ- 
ment from reducing public sector borrowing and the 
money supply would be minimized. There is thus a case 
for immediacy rather than gradualism. Since expectations 
are crucial, indexed bonds should be part of the effort to 
increase the credibility of the government’s anti-inflation- 
ary policy. (This is also suggested by Friedman.) If such 
credibility is achieved, the adjustment process would be 
accelerated by rational expectations and the desire of 
private sector agents to maintain equilibrium in their 
portfolios between goods and financial assets. 


According to the expansionists the loss of foregone 
growth and the burden of unemployment implied by 
restrictionist policies are considered intolerable and, 
furthermore, unnecessary or even adverse to the pursuit 
of price stabilization. There has to be growth in order 
to satisfy real wage demands which otherwise, sooner 
or later, will nullify the gains made in holding down 
nominal wages. If the growth of real wages is on average 
reduced so as to be consistent with lower inflation, it 
is likely that this will only be achieved by the weak 
sectors falling behind while the stronger ones move 
ahead. The resulting wage structure will not be viable 
and sooner or later a catching-up process will be set in 
motion, so that any alleviation of inflation will be only 
temporary. 


Among the expansionists there are, however, differences 
of opinion about the need for measures to support general 
demand management. (Monetarists generally judge 
these measures as being of no use or even adverse to efforts 
to stabilize prices.) Some expansionists still see the 
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possibility of a “narrow path” of growth together with 
improved price performance, the latter brought about 
by incomes policies including tax concessions. But there 
is also a wide recognition of the intractability of the 
problem in terms of such solutions as were offered by 
the McCracken report. There will therefore be a need 
for limiting, at least temporarily, the free play of market 
forces. Supporting measures may include the freezing 
of all types of incomes and of prices, subsidies to and 
duties on foreign trade, dual exchange rates, and import 
quotas.°* Such recommendations are the very opposite 
to the monetarists’ recommendations for strengthened 
competition. This opposition to some extent follows 
from the basic nature of the two strategies, i.e. of being 
restrictive and expansive respectively. 


An expansionist programme appears to be the only 
articulated alternative in sight if monetarist strategies 
fail. If they do, one can hardly imagine policy prescrip- 
tions for any country which are harsher than those to 
which the United Kingdom has submitted itself volun- 
tarily. A case for protectionism, on the other hand, 
has now been argued for several years by members 
of the Cambridge Economic Policy Group.®’ The central 
argument is that import controls need not decrease 
import volume by any more than it would have fallen 
anyway under restrictive policies where output growth 
and imports shrink together. World trade may even be 
relatively better off, particularly if import controls are 
managed in such a way that there is discrimination 
against countries with balance of payment surpluses in 
favour of developing countries. The doctrines of free 
trade and established international rules militate against 
such solutions. 


(v) The role of the labour market 


In some small west European countries the concern 
about external imbalance has taken precedence, to 
some extent, over inflation. These two phenomena are 
of course inter-related. The policy problem is to decide 
to what extent “structural” factors are behind a large 
deficit in the current balance. 


In the larger west European countries, together with 
Belgium and the Netherlands, the current balance was 
generally in equilibrium over the decade 1970-1980. 
The accumulated deficit or surplus does not amount 
to more than a couple of per cent of GNP in 1980. 
Other countries have accumulated deficits of more 
than 10 per cent of GNP, ranging from about 10 per cent 
in Canada and Sweden to 28 per cent in Norway. Part 
of the deficits can, of course, be accounted for by higher 
oil costs which have been particularly burdensome for 
some of these countries. Another part derives from 
cyclical factors, notably the efforts in some countries 
to bridge the recession of 1974-1975. In some countries 
a related factor has been a relatively high rate of inflation 
that has caused an over-valuation of the exchange rate. 
In the medium term the slow-down of the growth of 
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investment in manufacturing will have particularly 
severe effects in countries which to a large extent have 
relied on export branches that are now feeling the 
impact of generally shrinking world markets and/or 
Increased competition from abroad: shipping, ship- 
building, textiles, motor car production, steel, etc. These 
problems are not, of course, confined to small countries. 
But they have for various reasons preferred to focus 
economic policy on the external balance in an approach 
that can be called neither monetarist nor expansionist. 
A theoretical as well as a practical foundation for a small 
country strategy has been the so-called “Scandinavian 
model”. The basic guideline derived from this model 
is that nominal wages in the exposed sector 58 should 
not increase faster than its productivity increase plus the 
price increase of international competitors. The same 
increase in wages should be accepted also in the sheltered 
sector. The model thus presumes a solidarity between 
wage earners and aims to maintain long-run international 
competitiveness. 


The “Scandinavian model” for wage setting has faltered 
in various ways and particularly in Sweden where the 
mechanisms for wage negotiations worked smoothly 
for almost 50 years. It has been increasingly difficult 
to forecast the changes in international prices and in 
productivity which should guide the setting of wages 
in the exposed sector. The government is not represented 
in the wage negotiations: it has actually been a basic 
principle that the government should remain out of them. 
The public sector trade unions have, on the other hand, 
become increasingly important with the relative growth 
of their sector. Backed by threats of strikes, they have 
also become more aggressive in their wage claims, which 
the government has not been able to resist. The sheltered 
sector has thus tended to become the wage-leader, with 
wage increases that have been eroding the competitiveness 
of the exposed sector. When costs in the latter sector 
have become excessive the unprofitable enterprises have 
been shut down. The causal link has thus run from 
wage costs to productivity instead of the other way round, 
as average productivity ex post has increased in the 
shrinking industrial sector. Under such circumstances 
it can be said that the labour market partners in the 
short run negotiate about the inflation rate and in the 
long run about the size of the exposed sector. 


In Sweden there has also been a tendency to a widening 
of the spread between the profitability of various 
enterprises and industry branches. This tends to strain 
the solidarity between wage earners which is also a 
precondition for the “Scandinavian model”.®° 


There are various ways in which this model might be 
restored. Since international price developments as 
well as productivity changes are difficult to anticipate, 
there should be a mechanism by which the scope for 
nominal wages set by these factors is not exceeded in 
advance but adjusted ex post. There might be one fixed 
part (a floor) and one moveable part, the latter depending 
upon how much room there later turns out to be. The 
government should participate in the first stage since 
tax adjustments as well as exchange rate changes may 


58 That is, exposed to international competition. 


59 Recently there has, however, been a very restrained wage 
agreement without any participation or interference by the govern- 
ment. 
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be part of the agreement. (There could be, for example, 
a commitment to an unchanged exchange rate or to a 
policy of slow but steady appreciation.) At this stage 
there would be agreement about a minimum increase 
for the disposable real wage. There should be monitoring 
bodies concerned with the scope for further wage increases 
(i.e. not related to any given increase in real wages fixed 
in advance). The moveable part would be left to the 
labour market partners to negotiate. At the second 
stage wage increases could take the form of general 
supplements, retroactive lump sums or could be retained 
in the enterprises, for example, through new share issues. 
Adjustments of the wage structure could be made through 
local wage changes linked to changes in productivity 
or profits. There would, of course, at the time of the 
conclusion of the first stage, be uncertainty, both for 
enterprises and employees, about the real value of the 
profits or wages they will eventually obtain. But neither 
can certainty be assured by the existing system of nego- 
tiations, the outcome of which is influenced by subsequent 
changes in taxation, prices and wage-drift.®° 


One of the advantages of the system described here 
would be the possibility of lengthening the contract 
period since one need not guess in advance the develop- 
ment of productivity and of international prices. Further- 
more, inflation could be more easily contained since 
continuous appreciations could be built into the nego- 
tiations. It would be easier to achieve the necessary 
lowering of real wages since wage earners would have 
a guarantee that their restraint would not lead to excess- 
ive profits, for example, through depreciation. Above- 
normal profits in particular branches and enterprises 
would be shared through the link of wages to productivity. 
This would stimulate employment in industry and help 
to reverse the present downward tendency. As a comp- 
lement the government could impose a ceiling for the 
rate of increase of the nominal wage sum of the public 
sector to prevent wage-drift and wage-leadership in 
this area. 


One example of a successful small-country strategy 
is that of Austria which has lately managed remarkably 
well with regard to inflation and employment. The basis 
for this strategy is the “social partnership” that was 
originally patterned on the negotiations practised in 
Sweden but with particular features which take care 
of the weaknesses that have gradually appeared in the 
“Scandinavian model”. 


In Austria overriding importance is given to a hard 
currency policy in order to mitigate the impact of rising 
import prices, Efforts have been made to keep the 
real effective exchange rate approximately constant 
over the medium term. For this purpose the government 
uses a trade-weighted index of the currencies of Austria’s 
most important trading partners adjusted for the wei ghted 
consumer price differentials. Such a policy creates a 
defence against imported inflation. 


The current account disequilibrium requires a restrictive 
monetary policy, but the National Bank of Austria 
does not guarantee any rate of money expansion. Such 
a guarantee would imply domestic financing of any 
balance of payment deficit in addition to the guaranteed 
amount regardless of the reasons for and the size of 


ь ре These arrangement have been proposed by the “five wise men” 
in their report Stabiliseringspolitik for 80-talet, (Stabilization Policy 
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the external deficit.6! The official guideline instead 
concerns private bank lending enforced by a policy of 
ceilings on credit expansion. 


The hard currency policy together with the credit 
guidelines can be seen as an alternative, for a small 
and open economy, to the monetary target approach. 
Within this framework attention is also given to the need 
for industrial restructuring by a policy of low interest 
rates and guided capital imports. 


The hard currency policy exerts pressure on the growth 
of wages in the exposed sector of the economy. Because 
of the solidary wage negotiations in Austria, similar 
wage contracts are concluded in the protected sector. 
For over a decade Austria has had a history of voluntary 
“social partnership” (Sozialpartnerschaft) which probably 
represents the most successful example of incomes policy. 
This is a system of counselling and negotiation. The 
central instrument is the Parity Commission with rep- 
resentatives from employers, employees, farmers and the 
government. The Chancellor of the Republic is chairman 
of the Commission and has had at his side the ministers 
of labour, finance and social affairs. The starting point 
for negotiations is decided by a special sub-committee 
which can freeze wages at their current level. Price 
increases have to be defended before another sub- 
committee and have to be justified by increased costs for 
raw material, energy, wages, etc. The “social partner- 
ship” rests on a basic agreement that the government 
maintains full employment and that the labour market 
partners show restraint with regard to wages and prices. 
The basis for higher wage claims is changes in pro- 
ductivity. The existence of strong and centralized organ- 
izations is a precondition for the smooth working of the 
whole mechanism and the continuous (monthly) delib- 
erations in the Commission have created an atmosphere 
of social stability. The issues are resolved by negotiation 
and not by confrontation. This has not only been helpful 
for price stability and growth but has also made Austria 
attractive for foreign investments. 


(vi) Another approach 


The apparent difficulties in finding satisfactory strategies 
for coping with current economic problems raise the 
question if, and why, the industrialized market economies 
have changed in such a way that conventional macro- 
economic policies are no longer as effective as they were. 
There is a whole range of such explanations and criti- 
cisms. Some of the criticisms concern fundamental 
aspects of the functions of the private and public sectors. 
They suggest the usefulness of a fresh approach to 
the analysis of the economy as a whole and not only 
of the traditional “formal” sectors which are the objects 
of conventional analysis. 


Much of the criticism is reflected in the notion that 
the information system used for macro-economic policies 
is too narrow and is becoming increasingly irrelevant. 
The concept of growth as measured by Gross National 
Product (or NNI) has only a vague and varying relation 
to real welfare variables such as the standard of living, 
employment and income distribution. The alleged costs 
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of growth such as crime, stress, delinquency, drugs, 
vandalism, noise, bureaucracy, degradation of environ- 
ment, etc. are not taken into account. The public sector 
is treated very schematically and most of the activities 
in the non-market private sector are not included. 


There are a number of well-known arguments which 
question the efficiency of monetary as well as fiscal 
policies. Monetary targets that are controllable may 
have only a very indirect and unstable relationship with 
the ultimate target variables. Price changes make the 
effect of monetary policies particularly unpredictable 
since real interest rates are not directly controllable. 
Inflation also distorts the effect of interest rates through 
tax deductions in combination with progressive income 
tax structures. Fiscal stimulation by increased public 
demand may “crowd out” private demand directly by 
offering goods and services formerly provided by the 
private sector. Indirectly, expansionary fiscal policy 
may “crowd out” private demand through higher 
interest rates. Fiscal policy may actually lead to contrac- 
tion through its effects on domestic costs and prices and, 
thereby, on exports and imports. 


There is, however, an even more serious problem that 
concerns the capability of macro-economic policies, 
however well conceived and executed, to cope with the 
ever increasing complexities and vicissitudes of continu- 
ously changing industrial economies. These seem to be 
gradually losing their flexibility both with regard to the 
ways in which demand reacts to prices and in which 
prices react to structural changes.** Governments over- 
rule market forces and suppress competitive price 
adjustments (example: farm prices). The bailing out of 
ailing companies ossifies production structures. Workers 
have become less willing to change jobs. These kinds 
of rigidities may be less noticeable in periods of satis- 
factory growth but are obstacles to the increased need 
for shifting various kinds of resources in periods of 
stagnation. The inflexibility causes a fragmentation 
of the economy into regional and sectoral imbalances. 
There can, at the same time, be overheating in some 
sectors and regions, unemployed resources in others. 
In order to remove such imbalances, macro-economic 
policies tend to become increasingly more drastic and 
costly. 


An often discussed problem of the industrialized market 
economies is the way in which they have turned into 
“Welfare States”. One characteristic of such a state is the 
growing share of welfare and other expenditures including 
health, education, labour market supports, etc. Expendi- 
tures are pushed to a level which the economy cannot 
support without high costs in terms of productivity losses, 
as the private sector is being hampered also in this long- 
term perspective.** The slowing down of growth to near 
stagnation has raised the perceived costs of welfare, 
caused resistance to its further expansion and drives for 
its reduction. The mounting fiscal burden has caused dis- 
satisfaction and is an alleged incentive not to work. 
Another aspect of the growing problems of the welfare 
state is that not only those who pay for but also those 
who receive the welfare are dissatisfied. Often this is 
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related to the fact that the rapid expansion of certain 
public services has been accompanied by a deterioration 
in their quality. Education is a case in point: the rapid 
expansion of the 1960s, due to more ambitious goals and 
to demographic factors, often outstripped the growth of 
facilities and the supply of qualified teachers. Thus for 
many the expectation of a better education was dis- 
appointed, as can be seen from the still relatively large 
numbers of children who leave school with few or even 


no qualifications to enter a world which is increasingly 
demanding of them. 


These poorly qualified school-leavers are then faced 
with shrinking job opportunities, for automation and 
large-scale production is growing rapidly in precisely 
those activities where hitherto they might more easily 
have been absorbed, viz., in the relatively unskilled and 
repetitive jobs in both the manufacturing and service 
sectors. Their position has also been aggravated in these 
sectors by minimum wage legislation and high social 
security costs which have probably re-inforced the incen- 
tives to greater automation. There is thus a tendency for 
a polarization between skilled and unskilled jobs: indeed 
in western Europe skill shortages have increased along- 
side shrinking opportunities for the poorly educated who, 
at an early age, acquire defeatist attitudes and a general 
feeling of “helplessness” in regard to their future. 


Large scale production and organization is not limited 
to industry but has spread also to services including the 
public sector. These sectors, furthermore, have tended to 
become more integrated in important respects, e.g. trans- 
port and medicare, energy and food production. This 
tends to conserve existing supply structures and to hamper 
initiative and innovation. To a large but decreasing extent 
these activities are sheltered from competition from 
abroad. 


Much of the criticism of the industrialized market 
economy indicated above concerns the working conditions 
(in a wide sense) that this kind of society creates and the 
supply choices that private enterprises and the welfare 
state offer. To some extent there are corrective factors at 
work. There are tendencies towards restraint on the 
growth of the welfare state which, however, may create 
vacuums that the private market sector is not willing or 
able to fill. There are also price signals which, when they 
are strong or persistent, are capable of initiating changes 
in new directions. The shock increases of relative prices 
of energy have triggered off a search for new production 
and consumption patterns that would reduce national 
dependence without hampering free trade. In the service 
sector long-lasting relative price changes have had pro- 
found impacts on the structure and size of that sector. 


It is often assumed that there is a trend towards a 
shrinking of the industrial sector (including agriculture) 
and a widening of the private service sector. This is true 
insofar as it concerns the current statistical definition of 
these sectors. But an increasingly large part of the service 
sector is related to the production of goods (distribution, 
insurance, banking, planning, etc.) rather than directly to 
consumers. Considered from this point of view, there is 
a continuing and increasing dominance of the goods pro- 
duction sector. 
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The directly household-related part of the private ser- 
vice sector has been shrinking because of the relative 
increase of its prices (productivity increases slowly in this 
sector). The consumption of personal services by house- 
holds has been declining particularly in higher income 
brackets. Capital goods, on the other hand, have rapidly 
increased their share of private consumption. This tend- 
ency towards self-service in the household sector is likely 
to continue. 


Services rendered by the public sector also tend to 
become more scarce. This tendency is reinforced by the 
present efforts in many countries to reduce budget deficits. 
An offsetting privatization of public sector services 1s 
hardly likely as, on the contrary, private personal services 
are becoming more expensive and scarce. There is, on 
the other hand, no reason to expect that households will 
not continue to give high priority to an increased supply 
of services, particularly of social services. One solution 
seems to be a continuing widening of the service sector 
beyond the formal arrangements of the private market 
sector and the public sector. To the extent that policies 
can influence such a development it might be a means of 
alleviating the public sector, of reducing unemployment 
and increasing the independence of the national economy. 
There are thus reasons why decisions about the size and 
nature of the informal sector should enter directly—and 
rank high—in economic planning and policy making. 


The informal sector has also been called the “parallel” 
economy, the “hidden” economy, and the “twilight” 
economy. A useful distinction might be drawn between 
the observed and the unobserved economy, the latter 
having two components: the unobserved market sector 
and the non-market economy. 


The main attention of the public and of policy makers 
has been given to the unobserved market sector which is 
mainly illegal. It has thus been given names such as the 
“underground” economy, the “black” economy, the 
“clandestine” economy, etc. The size of this sector can in 
principle be estimated from discrepancies between the 
expenditure estimates in the national accounts and essen- 
tially independent figures for gross income from tax 
returns. Other approaches have also been used and the 
estimates tend to vary considerably.® 


The majority of workers in clandestine employment are 
the formally unemployed, immigrant workers, pensioners, 
housewives and students. The reasons given for the 
activities vary. Overriding are, of course, the financial 
incentives of avoiding high social security contributions 
and high taxes; but also important are the avoidance of 
minimum wage laws and other restrictions on entry to 
certain occupations, the fuller use of professional quali- 
fications, desire for independence of work, boring and 
repetitive work in alternative occupations, etc. A special 
category is young people who do not want to be tied 
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down by regular work. The employers’ reasons for hiring 
clandestine workers are excessive social security costs, 
restrictions on overtime, recruitment constraints, equal 
pay laws, etc. 


The magnitude of the non-market ( unobserved) sector 
can be arrived at by imputing values to non-market con- 
sumption and capital accumulation in the unpaid house- 
hold and educational sectors. This sector may (in the 
United States) be as big as the entire observed private 
sector.®” It has been estimated for Sweden that the house- 
hold sector, from a restricted economic point of view, 
amounts to at least one-third of the private market 
economy.®® The total unobserved sector seems to have 
been growing parallel with the observed sector in the 
1950s and 1960$.° (This was also the period when the 
descriptive and predictive power of traditional macro- 
economics reached a high level.) Later on the unobserved 
sector grew much faster, with serious implications Гог. 
conventional analysis. Official statistics will tend to 
understate growth in the economy as a whole and conse- 
quently overstate unemployment. 


The growth of the informal sector can partly be seen 
as a reaction to the upheavals and deficiencies of the for- 
mal sector. The increased competitiveness of the informal 
market sector is, as already noted, a consequence of 
growing tax and social security burdens in a period of 
slow growth and high inflation. The “legalisation” of the 
informal market sector will largely depend therefore оп 
raising tax thresholds and reducing social security contri- 
butions, particularly those of employers, but the removal 
of many restrictive practices and a reduction of govern- 
mental “red tape” are also important. However, to a 
large extent the problems of the informal sector are the 
more general ones of all small and medium-size enter- 
prises and of the self-employed. There is an increasing 
awareness of the problems of these enterprises (dispropor- 
tionate tax burdens, difficulties of raising unsecured bank 
loans and other finance, and so on) and in a number of 
countries special commissions of enquiry (France and the 
United Kingdom, for example) have led to legislative and 
other proposals in this regard. The potential of small and 
medium-size enterprises as a source of increased employ- 
ment is frequently stressed (perhaps over-optimistically), 
as are their attractions in providing for many people a 
more congenial working environment where the incidence 
of labour unrest and of strikes is generally much less than 
in larger enterprises. By making it easier to establish 
small enterprises and by removing bureaucratic and other 
non-market obstacles to their growth, governments will 
not only widen the choice of work-environment available 
but will also contribute to reducing some of the inflexi- 
bility that, as noted above, appears to have increased in 
recent years. 


The growth of the informal non-market sector is perhaps 
largely due to the growth of personal income per head and 
increasing leisure time, both of course the result of the 
post-war growth of the formal sector. One aspect of this 
growth has already been noted: the rising relative price 
of marketed personal services and their consequent sub- 
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stitution by capital goods (consumer durables) in the 
private home. However, the machines still require human 
labour time to operate them and this time must therefore 
be switched from the formal to the informal sector. 
Another part of the stock of consumer durables—tele- 
vision, video machines, hi-fi, etc.—also requires an in- 
crease in leisure time in order to be “consumed”. All 
these, as well as other factors (the search for self-fulfil- 
ment, or simply a change from the office and the factory, 
in gardening, do-it-yourself, etc.), raise the opportunity 
cost of working in the formal market sector and hence 
reduce the demand for further work there (at least on the 
part of those who are already employed in it). 


Another and increasingly important aspect of the non- 
market informal economy is the growing number of 
people engaged in voluntary work in one form or another. 
This is often an adjunct to services provided by local 
authorities, but it helps to create flexibility in meeting the 
particular needs of local communities, as well as providing 
a means for individuals to participate more in the life of 
their community. In the United Kingdom the General 
Household Survey in 1977 estimated that 10 per cent of 
the adult population participated in social and voluntary 
work, and between 1971 and 1979 the total membership 


of a sample of eleven voluntary and charitable organiza- 
tions rose by over 4 per cent a year (from 2.2 million to 
3.0 million). There has also grown up, mainly in the 1970s 
and in response to the growing complexities of govern- 
ment regulations, as well as the stresses of modern urban 
and industrial life, a network of advisory and counselling 
services which are mainly staffed by volunteers from the 
local community. In many countries further examples of 
such co-operation include collective housing and house- 
hold services, new transport arrangements, repair and 
maintenance, child саге and help for old people.” These 
non-market activities are thus already playing an import- 
ant role in providing services, particularly at the local 
level, and it would be valuable to explore ways in which 
their future growth may be encouraged or, rather, to 
identify the obstacles which prevent or hinder their spon- 
taneous growth in response to local needs. But at the 
present time a major priority should be to try and avoid 
public expenditure cuts which would kill off many of 
these activities. 


70 Several of these ideas are developed more fully in the final 
report from the UNEP/ECE Regional Seminar on Alternative Pat- 
terns of Development and Lifestyles, Ljubljana, December 1979. 
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CHAPTER 2 


RECENT ECONOMIC DEVELOPMENTS IN SOUTHERN EUROPE 


INTRODUCTION 


1980 was a very unfavourable year for the south 
European countries. The growth of output was close 
to zero in three of them (Greece, Spain and Turkey), 
decelerated rapidly due to restrictive policies in Yugos- 
lavia, and only recovered to a fairly satisfactory rate in 
Portugal. 


Leaving aside Yugoslavia, where the trend and cycle 
of economic growth is very different from that in the 
other south European countries, it can be seen that while 
the combined GDP of industrial western Europe increased 
in 1979 and 1980 by 3.5 and 1.5 per cent respectively, 
the corresponding growth rates in the four major south 
European countries were only 1.5 and 0.8 per cent. 
The difference is more dramatic for gross fixed capital 
formation.” 


Inflation rates continued to be high and worsened 
significantly in Turkey, Yugoslavia and Greece, with 
average price increases of over 85, 30 and 20 per cent 
respectively. The Iberian countries were somewhat more 
successful in so far as Portugal’s inflation decelerated 
and in both the level of inflation (16-17 per cent) began 
to approach that of their main industrial trade partners. 


The combined current balance of payments deficit 
of these countries increased from $5.1 billion in 1979 
to about $11.5 billion in 1980, equivalent in terms of 
GNP to 1 and 3 per cent respectively. These data are, 
however, strongly influenced by developments in Spain 
where there was a swing (of $6.3 billion) in the current 
balance from a surplus to a deficit. The deterioration 
in the current balance was also significant in Portugal 


71 See chapter 1 of this Survey, р. 2. 
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and Turkey, while in Greece there was no substantial 
change and in Yugoslavia the improvement was largely 
due to a decline in the volume of imports. 


The labour markets in these countries continued to 
be precarious during 1980. The only country in which 
employment creation was enough to cause a minor 
decline in unemployment was Portugal. In Greece and 
Yugoslavia employment increased in the modern sector 
but was insufficient to check the continuing rise in 
unemployment. In Spain and Turkey, unemployment 
rates of 12 and about 20 per cent coincided with falling 
employment in the non-agricultural sectors. 


In practically every field of economic policy the south 
European countries face specific difficulties compounded 
in many cases by social constraints, and structural rigid- 
ities and imbalances have made the problems of adjust- 
ment to a new world economic climate particularly pain- 
ful. Recent data suggest that the smaller, more open 
economies, where heavy industry, basic metal and metal- 
using sectors are relatively small (Greece and Portugal), 
have somewhat less serious problems than those with 
either a more developed metal sector (Spain) or with 
a high-cost, state-owned industrial sector (Turkey). 
Moreover, foreign account bottlenecks are again large 
and in several cases restrictions on demand had to be 
tightened to prevent a further worsening of the balance 
of payments. 


Prospects for 1981 do not seem particularly bright as 
projected growth rates for four of them remain within 
a modest range of 2.5 per cent to 3.5 per cent; the only 
exception is Portugal where a rate of growth of 5 per cent 
is forecast. 


1. OUTPUT, DEMAND, EMPLOYMENT AND PRICES 


OUTPUT 


With the exception of Portugal output growth in every 
other major south European country decelerated in 
1980 to a very low rate amounting to virtual stagnation 
(tables 2.1.1 and 2.1.2). 


In general agricultural output increased, except in 
Yugoslavia. Industrial output probably declined in 
Turkey and virtually stagnated in Greece and Spain, 
while in Portugal it expanded by over 1 per cent, still 
less than at the rate prevailing between 1970 and 1973. 
The slower growth of the service sectors has been an 
important factor in the lower growth rate of total out- 
put in Greece and Spain. 


In Greece gross domestic product (at factor cost) is 
provisionally estimated to have expanded by less than 
114 per cent 72 compared with an increase of 3.6 per cent 
in 1979 and an average annual rate of growth of 3.6 per 
cent during the period 1974-1978 and of 8.4 per cent 
in 1970-1973. Agricultural output increased by 9.5 per 
cent in 1980, following a decline of 5.0 per cent in 1979. 
Industrial output increased in 1980 by 1.0 per cent 
following an increase of 5.5 per cent in 1979. Manu- 
facturing grew little (0.5 per cent) during 1980 compared 
with an increase of 5.2 per cent in 1979 and an average 
annual growth rate of 5.8 per cent during the 1975-1978 


72 “Epiloghe”, December 1980. 


TABLE 2.1.1 
Annual changes in output and prices, by sector in selected south European countries 
(Per cent) 
'Ауегаяс Year Average Year 
1970-1973 1974-1978 1979 1980 1970-1973 1974-1978 1979 1980 
Greece Portugal 

Changes in output at 

constant prices 
GDP at factor cost 8.4 3.6 3.6 1.4 9.2 2.6 3.5 4* 

of which: 

Agriculture. .... 4.5 1.8 — 5.0 9.5 | 7 —30 5.0 1 

Industry ®t = 85 13.1 4.5 5.5 10; 10.5 2.6 4.0 4.5* 

Construction .... We) — 0.5 5.9 — 14.2 10.5 1.8 ales 10* 

Services@y.ajaaet НЫ. 8.0 4.7 4.6 2.3 10.5 4.6 35 3555 
Price changes GDP de- 

flatortiwiis . eis ие 8.1 14.7 17.8 20.3 5.7 19.9 230i > 

3 Spain Turkey 

Changes in output at | 

constant prices Аа Ва 
GDP at factor cost . . 6.8 3.3 1.0 1% 6.1 ИТ 1.0 — 11-4 2.0 

of which : 

Agriculture... .. 3.4 2.8 — 4,3 7.0 ep? 6.0 3.4 2.0 

Industry ты oke 9.9 3.2 1.7 ii 7.9 8.8 —4.0 Sher 1.1 

Construction nieve 4.1 118) 25 callie 5.6 6.5 4.2 1.4 1.4 

SCLVICeS оо ево 6.0 4.4 2.0 0.5* 8.6 7.0 1.9 1.4 2.0 
Price changes GDP de- 

flatories = ee te 8.3 19.1 15.3 ghs | 17.0 26.4 66.6 85.5 87.6 


Sources: OECD, National accounts of OECD countries, 1961-1978, vol. И; ECE $ i i i 
me | Of < i - р ‚ И: ecretariat estimates; and nat 1 isti о 
и Gres а Е Gy Maal: Relatério do conselho de О Ода реа 
р — Js istica, Conta lad nacional de Езрайа, Айоз 1964-1976, 1977 provisi : aT ’ 
Afios 1970-1977, 1978 provisional у avance de 1979. Turkey—Ministry of Finance, Yillik Ekonomik Rapor Tore, 1979, 1980; OECD bese 


Surveys, Turkey, November 1978. 
в А = State Institute of Statistics. 
B = State Planning Organization. 
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TABLE 2.1.2 


Supply and use of resources, and prices, in selected south European countries 
(Annual percentage change) 


ee ee er NEY Seen eee Убе oe 


Average Year ` Average Year 
1970-1973 1974-1978 1979 1980 1970-1973 1974-1978 | 1979 1980 
A. Supply and use of resources Greece 
(at constant prices) i eke, 
GDP at market prices .. . . 7.8 Зы 3.8 8.7 2S 9 3.7 
Imports of goods and services. 15.4 2.3 9.0 10.1 —1.4 5.8 8 
Totalresources(GDP + Imports) 9.0 3.4 9.1 5 42 4.8 
Domestic demand (GDP +Im- 
ports—Exports)...... 8.2 2.8 4.4 95 2.4 —0.1 3.1 
Gross fixed capital formation . 8.9 = 1.2 4.9 = Ц = 145 6 
Private consumption. .... 73 4.5 2.5 —1.0 7.9 Dal 0.6 2.5 
Public consumption ..... 5.8 7.8 4.6 1.5 Us 9.7 5.2 2.0 
Exports of goods and services. 17.6 8.1 7.3 Heil = 27) 27.4 12 
B. Prices 
Wholesale prices —total... 9.3 16.3 21.0 28.34 5.6 24.3 29.8 6.0° 
Consumer prices — total . . . 6.5 15:2 19.0 24.75 10.5 22.8 24.2 16.6 
—food... 8.4 16.3 18.8 27.12 8.2 26.8 28.0 10.4 
Spain Turkey 
A. Supply and use resources 
(at constant prices) 
GDP at market prices .. . . 6.3 sh? 0.8 0.5 6.2 6.7 0.7° 0.8¢ 
Imports of goods and services. 12.0 2.3 11.1 5.0 17.6 0.3 
Totalresources(GDP + Imports) 7.0 3.0 Ape 17 al 6.0 
Domestic demand (GDP+Im- 
ports—Exports). ...... 6.3 2.4 1.2 0.8 6.6 6.4 0.6 = 
Gross fixed capital formation . 7.6 —0.1 —2.0 — 0.5 8.6 6.2 =1(0),72 — 6.9 
Private consumption. ... . 6.5 3.0 1.2 0.8 5.8 55 4.2 2.3 
Public consumption ..... 5.5 5 3.8 3.5 6.4 8.9 28 6.5 
Exports of goods and services. 14.8 8.4 10.0 3.0 155 3.3 
В. Prices 
Wholesale prices — total . . . 6.1 15.4 10.9 0 15.3 26.4 63.9 109.4 
Consumer prices — total. . . 8.4 18.9 15.7 155 13.5 26.4 62.0 104.64 
—food... 8.3 18.6 10.2 9.0 132 28.5 58.9 113.4% 


Sources: National accounts of OECD countries, 1961-1978, vol. II; national statistics; ECE Short-term Economic Indicators ; and ECE sec- 


retariat estimates. 


“ January-October. ® January-November. 


period. During the period January-September the pro- 
duction of consumer goods declined by 2.9 per cent 
compared with an increase of 8.5 per cent during the 
same period of 1979. The decline was mainly due to 
textile output which declined by 4.3 cent. However, 
production of durable goods increased by 14.6 per cent 
compared with 1.0 per cent during the first nine months 
of 1979. The major factor in this growth has been the 
increase in production of electrical equipment and 
machinery. Production of capital foods rose by 2.6 per 
cent, whereas it had expanded by 7.8 per cent during 
the first nine months of 1979. A large fall (of 14.2 per 
cent) is estimated for 1980 in the output of the construc- 
tion sector, which increased by 5.9 per cent in 1979. 
This was the result of a lower level of private housing 
construction and also of reduced public investment as 
a part of the restrictive economic poiicy. 

The data at present available on the economy of 
Portugal refer mostly to the first half of 1980; therefore 


с Gross National Product. 


the estimates shown in tables 2.1.1 and 2.1.2 should 
be regarded as rough orders of magnitude. The growth 
of GDP at factor cost in 1980 was probably about 4 per 
cent. Most of the major sectors of output increased at 
rates roughly similar to those attained in 1979 but the 
structure of demand changed compared with 1979, 
with foreign demand weakening and domestic demand 
recovering. The first estimates of agricultural output 
had forecast a sizeable increase of about 5 per cent. 
The autumn crops, however, have proved to be very bad, 
so it seems likely that agricultural output may have 
remained at virtually the same level as in 1979. Manu- 
facturing production continued to expand during the 
first half of the year but at a declining rate: the year-on- 
year increase was 10.6 per cent during the first quarter 
and 5.3 during the second. It would seem, however, 
that as in other western countries there was some 
acceleration during the fourth quarter. Within manu- 
facturing the most rapidly expanding branches were 
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food and drink, and textiles (both favourably influenced 
by consumer demand), non-metallic minerals (stimulated 
by the recovery of construction), transport equipment 
(due to new capacity coming into operation), and 
machinery, stimulated by the recovery in demand for 
investment goods. The quarterly enquiry for manu- 
facturing in the second quarter of 1980 shows, however, 
a sharp reduction of total demand (particularly of foreign 
demand) which had increased slowly but steadily from 
the second quarter of 1978. Even if the level of pro- 
duction remained stable during the second half of the 
year, it seems likely that total manufacturing output 
will have risen by around 4 per cent. Moreover the 
weakening of demand in the third quarter was mainly 
in intermediate and consumer demand and these seem 
to have picked up during the last quarter of the year. 
Available indicators (output of cement, structural steel 
and other building materials) point to a clear recovery 
of the construction sector stimulated by the recovery 
of investment. For the year as a whole construction 
output in 1980 may have increased by nearly 10 per cent 
compared with a decline of 1.8 per cent in 1979. An 
increase of over 50 per cent in the number of tourists 
arriving during the first half of the year, as well as other 
indicators for the transport, trade, and government 
sectors indicate that, for the service sectors as a whole, 
the increase in output may have been equal to or 
slightly below that in 1979. 


There are not yet any official estimates on the evolution 
of the main sectors of output and demand in Spain "3 
during 1980. It is, however, clear that the growth of 
output has remained very limited, probably around 
1.0 per cent and that nearly half of this growth has been 
due to an exceptionally good agricultural year. Recent 
official estimates are that total agricultural output 
increased in 1980 by 7 per cent, with particularly large 
increases in cereal production (30 per cent), wine (70 per 
cent) and citrus fruit (11 per cent). Producer prices in 
this sector increased very little and contributed sig- 
nificantly to the slowing down of consumer prices. 
The industrial sector seems to have contributed very 
little, if anything, to the total growth of GDP: most 
of the available estimates range from zero to 1 per cent 
growth. The index of industrial production during the 
first quarter of 1980 was 2.8 per cent above that for 1979, 
but it stagnated in the second quarter and probably 
declined slightly during the third. A small recovery 
might have taken place during the last quarter due to 
a minor revival in the demand for consumer goods. 
Within the industrial sector it seems that there was a 
moderate increase in mining output of perhaps 3 to 4 per 
cent; public utilities grew by 4 to 5 per cent and manu- 
facturing output "* probably remained at about the same 
level as in 1979. Within manufacturing the most depressed 
sectors continue to be basic metals and metal-working 
in general, but demand also weakened sharply in 1980 
for some consumer goods industries, such as textiles 
and clothing. The machinery producing sectors are in 
general very depressed, particularly non-electrical ma- 


as According to estimates of the National Statistical Bureau, 
released in March 1981, GDP at factor cost increased in Spain in 
1980 by 1.5 per cent in real terms. Agriculture grew 9 per cent; 


industry 1.1 per cent; and services 1.3 per cent; construction fell 
4 per cent. 


74 Assuming a good fourth quarter, manufacturing output might 
at best have risen by one per cent over 1979, 


chinery. Demand for transport material has also 
weakened in spite of some increase in the order-books of 
shipyards, which could be reflected in higher production 
in 1981. Indicators concerning the construction sector 
(cement consumption, building of subsidized housing) 
point to a small decline or, at best, stagnation of output 
in 1980. Employment in this sector declined at the end 
of the first half of 1980 by 5 per cent (on a year earlier) 
and unemployment increased by 39 per cent, bringing 
the rate of unemployment in the sector to over 22 per cent 
of its work force. 


Data for the service sectors, which account for 51 per 
cent of GDP, are insufficient to make a reliable estimate 
of output growth in 1980. Employment in services 
declined between the first halves of 1979 and 1980 by 
nearly one per cent, in spite of an increase of 3.8 per cent 
in the number of salaried workers. However, it should 
be recalled that in 1978 the output of these sectors 
expanded by 3.7 per cent in spite of a reduction in 
employment of 0.6 per cent: thus a small increase in 
output cannot be ruled out for 1980. 


Problems inherent in calculating the national accounts 
in Turkey have been aggravated further this year by 
a three digit inflation rate and differences in forecasts 
for the last quarter. According to the State Institute of 
Statistics (SIS), GDP declined by 1.4 per cent in 1980, 
while according to the State Planning Organization 
(SPO), which assumes a sharp economic recovery during 
the fourth quarter, GDP growth increased to 2.0 per 
cent from | per cent in 1979. The main difference between 
these two estimates lies mainly in the estimated growth 
rate for industry. Since 1977, this sector has had to put 
up with shortages of imported inputs due to foreign 
exchange bottlenecks, energy shortages, and demand 
restricting measures. Tight monetary policies introduced 
in January 1980 further increased the liquidity shortage 
and depressed domestic demand, and a series of strikes 
during the summer further decreased capacity utilization. 
After September 1980, energy bottlenecks were eased, 
import transfers were made without delay, and the strikes 
were ended. In addition to relieving some of the supply 
constraints, this change in the social and economic 
situation reduced uncertainty. Production started to 
increase by the end of September, but domestic demand, 
due to a fall in real wages and the credit squeeze, did not 


increase as expected and there was involuntary stock 
accumulation.”® 


While industrial production declined, output in every 
other major sector, including agriculture, expanded less 
than in 1979. Due to floods in the south and drought in 
eastern Anatolia, cereal production grew by only 1.2 per 
cent and was 1 million tons below expectation.”* The olive 
harvest increased by almost 145 per cent and tobacco 
production by 7 per cent. Hazelnut production fell by 
20 per cent, but all other agricultural products remained 
at 1979 levels. Within the industry sector, economic 
austerity measures and strikes hit the manufacturing 
industries hardest. Except for chemicals, capacity utiliza- 


75 As official estimates based on more recent data are not yet 
available, table 2.1.1 shows both SIS and SPO forecasts. These two 
forecasts should be regarded as the upper and lower limits of 
economic growth in 1980. 


78 Tn addition to the weather, fertilizer consumption dropped by 
35 per cent due to a fourfold price increase at the beginning of the 


year: this is estimated to have decreased wheat production b 
750,000 tons. ah 
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tion dropped sharply in all major branches of manufactur- 
ing. Average capacity utilization was around 40 per cent 
up to mid-September, that is, almost 15 per cent or 
7 points lower than in 1979. After September, capacity 
utilization increased due to the easing of some of the 
supply constraints. However, as mentioned above, because 
of the credit squeeze, accelerating inflation, and depressed 
domestic demand, the recovery was not strong.”” 


DEMAND 


The most common features of the development of 
demand in the south European countries in 1980 are a 
weakening or decline in gross fixed capital formation 
(except in Portugal) and a deceleration in the growth of 
external demand (except for Turkey and Yugoslavia). 
Private consumption weakened in all the major countries 
except Portugal. 


Because of restrictive policies introduced to restrain 
inflation and limit the current account deficit, private con- 
sumption declined slightly in Greece in 1980. Public con- 
sumption increased slightly but not enough to offset the 
decline in private consumption. Following a relatively 
high annual rate of increase between 1975 and 1979, gross 
fixed capital formation declined by an estimated 8.5 per 
cent in 1980. Private investment declined by 9.5 per cent 
compared with an increase of 4.8 per cent in 1979; public 
sector investment also declined by 6.5 per cent following 
a rise of 5.3 in 1979; and investment in housing fell by 
approximately 13 per cent, after an increase of 8 per cent 
in 1979. After increasing by 12.6 per cent in 1978 and 
by 7.3 per cent in 1979, foreign demand provided little 
ог no stimulus to Greek output growth in 1980. 


The data available on the changes by broad sectors of 
demand for Portugal in 1980 derive from official estimates 
based on data for the first six to nine months. Exports of 
goods and services continue to be the most dynamic 
element in total demand, with an expansion of 12 per cent 
in real terms. An increase of 2 to 3 per cent in private 
consumption was the result of a number of mutually 
reinforcing factors. Real wages, which had declined for 
three consecutive years (8.1 per cent in 1977, 4.4 per cent 
in 1978 and 3.5 per cent in 1979), increased in 1980 by 
at least 3-4 percentage points, and employment rose by 
1 per cent. Agricultural incomes may have increased less 
due to a deterioration in the terms of trade of the agri- 
cultural sector, but it would seem that during the first half 
of the year they actually increased and thus had a favour- 
able influence on total consumption. The extension of 
unemployment compensation and income transfers 
towards social groups with a higher than average pro- 
pensity to consume also probably influenced total con- 
sumer demand. It was also stimulated by a substantial 
increase in emigrant workers’ remittances, influenced by 
new fiscal and financial incentives which partly compen- 
sated for the negative effects of the upward adjustment 
of the exchange rate in February 1980. Public consump- 
tion is expected to increase somewhat faster than forecast 
at the beginning of 1980 (1 рег cent compared with 0.5 per 


77 According to data for the first 10 months, pig-iron, cement and 
crude oil production dropped by 40 per cent, 11 per cent and 19 per 
cent respectively. Other branches with significant falls in production 
were non-ferrous metals, paper and printing. On the other hand, 
output of petroleum products and chemicals rose: the biggest in- 
crease was in nitrogen fertilizer which rose by almost 180 per cent 
in the first seven months of the year. 


cent). Although the expected budget deficit has been 
reduced by 12 per cent, partial data suggest an increase 
in public consumption of perhaps 2 per cent. 


_ The most important change in the pattern of demand 
in Portugal in 1980 was the recovery of gross fixed capital 
formation. After a decline of 1.6 per cent in 1979 it is 
estimated to have increased by 6 per cent in 1980. Apart 
from the recovery of business confidence, several factors 
have played a role and in particular the redistribution of 
income in favour of profits.” The influence of foreign 
direct investment has also been far from negligible. 
Direct foreign investments authorized in the first ten 
months of 1980 were three times larger (in current escudo 
values) than those in the same period of 1979. Public 
investment probably expanded less than private, falling 
short of the 1980 forecasts of 5.5 per cent growth for the 
Administrative Public Sector and 6 per cent for public 
enterprises; authorized expenditure during the January- 
August period was 7 per cent below that for the same 
period of 1979. Data on stocks are scanty but most 
indicators show that, after declining during the second 
half of 1979, they increased during the first half of 1980. 
For 1980 as a whole a moderate increase seems the most 
likely outcome. a 


Official data concerning the evolution of the main 
sectors of demand in Spain in 1980 are not yet available 
for the year as a whole.”® It seems clear, however, that 
the main changes are the deceleration of foreign demand 
from an increase of 11 per cent in 1979 to around 3 per 
cent in 1980, and perhaps a reversal of the stock cycle as 
stocks had increased rapidly in 1979 partly stimulated by 
the revaluation of the peseta. Private consumption prob- 
ably increased slightly due to the fact that real salaries 
grew by 1.5 per cent. Although unemployment continued 
to increase rapidly, its negative effects on consumption 
were dampened by greater social security payments. 
Moreover, the propensity to save probably declined in 
1980. But even when these factors are taken into account, 
the increase in private consumption in 1980 was even less 
than the rise of 1.2 per cent in 1979. It seems likely that 
public consumption continued to increase at about the 
same rate as in 1979 (about 3.5 per cent). The increase 
of employment in the public sector and of the consolidated 
public sector deficit in 1980 (to some 3.0 per cent of GDP 
compared with 2.7 per cent in 1979), coupled with the 
apparent small increase in public sector investment, sup- 
port this view.®° 


After declining for four consecutive years, gross fixed 
capital formation probably stagnated in 1980 in spite of 
the incentives granted during the last three years. Together 


78 Although the data should be interpreted only as rough orders 
of magnitude, the Bank of Portugal has estimated that the share of 
property and enterprise income in total national income increased 
from 35.7 per cent in 1977 to 38.5 per cent in 1979 and corporate 
saving from 2.7 to 4.2 per cent of national income. These shares 
are close to those prevailing before 1974. 

79 The budget presented to Parliament at the end of September 
included some forecasts for the year based on data for six months. 
The secretariat estimates in table 2.2.2 adjust these data in view of 
trends during the second half of the year. The budget data are 
private consumption (-0.2 per cent); public consumption (+3.0 per 
cent); gross fixed capital formation (—1.0 per cent); domestic 
demand (-0.8). GDP at market prices (+0.5 per cent) remains 
unaltered. 

80 According to estimates of the Bank of Spain, gross fixed 
capital formation by the Public Administrations declined by 13.6 per 
cent in 1978 and by 4 per cent in 1979. 
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with the growing level of unemployment, the sluggishness 
of investment is one of the most negative features of the 
Spanish economy. Gross fixed capital formation in real 
terms in 1980 was 10 per cent below that in 1974 and the 
investment ratio declined from 26.3 in 1974 to about 
20 per cent in 1980. The composition of gross fixed 
capital formation, however, seerns to have changed in 
1980 as investment in machinery and equipment probably 
expanded,® while investment in construction continued 
to fall. The latest (fourth quarter 1980) enquiry on invest- 
ment plans in industry, carried out by the Ministry of 
Industry, shows an improvement in investment plans 
(mostly in chemicals, petrol derivatives and extractive 
industries) and it is significant of the rationalization 
character of investment plans that the two most frequently 
mentioned reasons for increasing investment were the 
“replacement of old equipment” and the “need to reduce 
costs”, expansion of capacity being placed only third. 
Unlike the experience of 1978 and 1979 the public sector 
has given a net stimulus, public investment probably 
having expanded in real terms.*®* 


Although external demand lost much of its dynamism 
in 1980 it continued, with a real growth of 2 to 3 per cent, 
to be the most expansive element in total demand. As 
was pointed out above, domestic demand for imported 
goods and services continued to expand by about 5 per 
cent. Fluctuations in the import propensity of the Spanish 
economy, largely a result of speculative movements and 
currency realignments, have been extremely sharp. Thus, 
in 1977 and 1978 GDP grew by 6 per cent and imports 
declined by 6.5 per cent, but in the period 1979-1980, 
GDP expanded by 2 per cent while imports grew by over 
15 per cent. 


Separate estimates for external and domestic demand 
for goods and services in 1980 are not yet available for 
Turkey, but it seems that the most rapidly growing sectors 
of demand were stocks, public consumption and exports. 
Demand for imported goods and services also expanded 
very fast, and current borrowing from abroad, which had 
declined from 7 per cent of GNP in 1977 to 2 per cent in 
1979, climbed again to 4.9 per cent in 1980. 


Total domestic demand remained stagnant in spite 
of a significant increase in stocks and an increase of 
3 per cent in total consumption. The increase in stocks 
was mostly in finished consumer goods, particularly 
textiles, clothing and consumer durables. Private 
consumption decelerated from an increase of 4.2 per cent 
in 1979 to 2.3 per cent in 1980, mostly under the influence 
of falling real wages. Public consumption, which 
declined in 1979 (by 2.8 per cent), increased by 6.5 per 
cent in 1980. 


Gross fixed capital formation, which had fallen in 
1979 by 10 per cent, declined again in 1980 by nearly 
7 per cent. As in 1979, private fixed investment fell 
almost twice as fast as that in the public sector (9.6 per 


81 The seasonally corrected index of industrial production shows 
some recovery from the last quarter of 1979 and the industrial en- 
quiry of the Ministry of Industry suggests that production started 


to rise slowly from very low levels. Imports of investment goods 
also increased more than in 1979. 


a Data on the execution of the Budget for January-November 
show an increase of 24 per cent for real investment and of 43 per 
cent for capital transfer payments. The 1980 budget target of in- 
creasing capital more than current expenditure seems to have been 


missed as current payments increased by 42 per cent and capital 
payments by 38 per cent. 


cent and 4.9 per cent respectively). According to pro- 
visional estimates based on 11 months’ data, private 
investment in manufacturing fell by 28.5 per cent. There 
were sharp falls in all branches except drink, petroleum 
products and transport equipment. While fixed invest- 
ment fell in industry, it increased in agriculture. Due 
to budgetary difficulties and limitations on credit expan- 
sion, public sector fixed investment was below the target 
growth rates in all sectors. 


EMPLOYMENT AND EARNINGS 


There are few common features in the employment 
situation of the major south European countries in 1980. 
In two countries (Spain and Turkey) the number of 
unemployed continued to increase and the number 
of employed declined, even in the non-agricultural sectors. 
In Greece and Yugoslavia employment in the non- 
agricultural sectors increased but not sufficiently to 
offset an increase in unempioyment. Only in Portugal 
did the number of unemployed decline. 


In Greece the slowdown of economic activity resulted 
in a lower rate of increase in employment. According 
to the National Statistical Service survey in urban and 
semi-urban areas, employment in the non-agricultural 
sector of the economy increased by approximately 2.0 per 
cent compared with 2.5 per cent in 1979. Employment 


‘in industry increased by an estimated 1.5 per cent in 


1980 following an increase of 2.7 per cent in 1979. The 
unemployment rate, which provides only a rough indi- 
cation of unemployment in the non-agricultural sector, 
is estimated to be around 2.5 per cent for 1980, as 
compared with 1.8 per cent in 1979 and an average of 
2 per cent for the period 1975-1978. Average labour 
remuneration in the non-agricultural sector increased 
by 20.7 per cent in 1980, compared with 18.5 per cent 
in 1979. The changes in real terms are estimated at 
—3.4 per cent and —0.4 per cent respectively. Real 
wages in industry stagnated (compared with an increase 
of 1.2 per cent in 1979), while in services they seem to 
have fallen more rapidly than in other sectors. 


Labour productivity declined in 1980 and this, together 
with the increase in wages and salaries as given above, 
resulted in increased labour cost per unit of output, 
both in the non-agricultural sector as а whole and in 
industry in particular. Labour costs per unit of output 
increased by 22.5 per cent in 1980 (compared with 
15.7 per cent in 1979). The increase was more acute in 
the industrial sector if the semi-artisanal sector is 
excluded: thus, unit labour costs increased by 26.6 per 
cent, compared with 16.6 per cent in 1979, in enterprises 
of 10 and more employees. Productivity per man hour 
in these establishments declined by 0.5 per cent compared 
ee an increase of 3.5 per cent in 1979 and 3.9 per cent 
in 1978. 


According to the latest available enquiry, referring 
to the first half of 1980, employment in Portugal improved 
considerably in 1980, increasing by 2.3 per cent over the 
previous year while unemployment declined by 6.7 per 
cent. The increase in employment coincides with a small 
increase in male activity rates. The largest increases 
in employment were in construction (45,000) and public 
administration and defence (38,000). Employment in 
manufacturing increased very little (12,000) and there 
was a small outflow from agriculture (15,000). 
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‚ Unemployment continued to increase very rapidly 
in Spain throughout 1980. Data for the third quarter 
of 1980 show that the unemployment rate for workers 
aged 16 and over increased from 8.8 per cent of the active 
population in the third quarter of 1979 to 11.7 per cent 
in the third quarter of 1980. The number of unemployed 
increased by 32 per cent and at the end of the third 
quarter of 1980 stood at 1.5 million. The increase of 
362,000 in the estimated number of unemployed is 
exceeded by the reduction of 421,000 in the employed 
population.*®% 


The statistics available for wages show that, in the 
first ten months of 1980, average earnings for persons 
employed, subject to revision of collective working 
contracts, rose by just over 15 per cent, and that agri- 
cultural salaries increased during the first three quarters 
of 1980 by nearly 14 per cent. Rises in average hourly 
earnings in industry, construction and services, during 
the first half of 1980, were some 18 per cent higher than 
a year earlier and there was a 19 per cent increase 
(June-August 1980/1979) in the construction sector. 
Official estimates indicate that, with productivity growing 
by 3 to 4 per cent, wage costs per unit of output are 
increasing by 10 to 11 per cent, that is, distinctly more 
slowly than prices. This implies a sizeable recovery in 
the gross operating surplus of the entrerpise sector, 
but the uncertainty of the wage statistics throws some 
doubt on this conclusion. 


In Turkey average unemployment between January 
and July 1980 was 50 per cent higher than the corre- 
sponding period in 1979, which implies an unemployment 
rate of around 17 per cent in 1980. However, this refers 
only to insured wage and salary earners in big urban 
centres which excludes first-job seekers and the un- 
employed in the rest of the country. Unofficial estimates 
put the unemployment rates above 20 per cent. In the 
last few years there has been increased emigration 
of Turkish workers to the Middle East and Libya.*4 
The number of these emigrants is nowhere near as high 
as the number in western Europe, but they are mostly 
skilled and semi-skilled workers who are already scarce 
in Turkey. 


PRICES 


Inflation in the soutn European countries during 1980 
ranged between around 17 per cent in both Iberian 
countries to over 85 per cent in Turkey where, for the 
third consecutive year, prices continued to climb very 
rapidly. In an intermediate position are Yugoslavia 
and Greece, with average increases of about 30 per cent 
and 20 per cent respectively. 


In Greece the average level of consumer prices rose 
by an estimated 25 per cent compared with 19 per cent 
in 1979. holesale prices increased by approximately 
30 per cent during 1980, compared with 21.0 per cent 
in 1979 and 10.3 per cent in 1978. Labour costs per unit 
of output and exchange rate depreciation have played 


88 The exclusion of 14- and 15-year old workers from the active 
population enquiry (as from the second quarter of 1980), prevents 
a comparison of sectoral unemployment rates. For the second 
quarter of 1980 these rates were 5 per cent in agriculture and ser- 
vices, 7 per cent in industry and over 22 per cent in construction. 
The unemployment rate was much higher for the young, 34 per cent 
in the 16-19 age group and 23 per cent in the 20-24 age group. 

84 In 1980, 13,000 workers went to Saudi Arabia and Libya, 
bringing the total to 56,000. 


a much greater role in 1980 than in 1979. The influence 
of higher import prices and increased profit margins 
seems to have been roughly the same as in 1979. The 
contribution (direct and indirect) of the increase of oil 
prices is estimated at 4.5 per cent in 1980 compared with 
5.3 per cent in 1979. 


In Portugal the projections for 1980 included a rise of 
18.5 per cent in the implicit deflator of GDP compared 
with an increase of 21.7 per cent in 1979. In fact prices 
increased less than expected and the rate of increase 
tended to slow down throughout the year, as is shown by 
the year-on-year changes in the quarterly index of con- 
sumer prices which was 22.7 per cent higher in the first 
quarter, 17.3 per cent in the second, 15.3 in the third and 
12.2 in the fourth. For the year as a whole, the average 
increase in consumer prices (excluding rent) is 16.6 per 
cent and the GDP deflator should be somewhat higher, 
perhaps by one percentage point. 


The deceleration of inflation in 1980 is due essentially 
to two factors. First and most important was the good 
agricultural year; the annual index for the food and drink 
group increased by 10.4 per cent, a sharp contrast with 
1979 when the food and drink component had increased 
faster than the average (by 28.0 and 24.2 per cent respect- 
ively). The other less important factor was the slower 
rate of depreciation of the escudo which helped to dampen 
the very rapid increase in import prices. 


Consumer prices in Spain increased during 1980 at 
about the same rate as in 1979, namely 15.5 per cent. 
The increase in prices decelerated up to the middle of the 
year and accelerated again during the last quarter. As in 
1979 the food element increased (influenced by good 
harvests) significantly less than the non-food components. 
The implicit price deflator of GDP is not yet available 
but the increase should be around 17 per cent higher than 
the 15.3 per cent rise in 1979. 


The already high rate of inflation in 1979 in Turkey 
increased further during 1980. As measured by the GDP 
deflator the increase was over 85 per cent compared with 
67 per cent during 1979. For the period January-Septem- 
ber 1980 the consumer price index (Ankara) was almost 
124 per cent higher than a year earlier. The food com- 
ponent increased somewhat less, 110 per cent. ‘The in- 
crease in the official wholesale price index also reached 
an unprecedented level in 1980 with an average year-on- 
year increase of 108 per cent in the period January- 
September 1980. Except in January, the year-on-year 
change in the monthly wholesale price index was over 
100 per cent. The annual rate rose to 133 per cent in 
February following the upsurge in prices due to the 
January measures (which substantially increased public 
sector prices). The rate of increase then slowed down, 
but in the period September-November there was a 
further sharp acceleration. The largest price increases 
were for industrial raw materials and semi-finished prod- 
ucts, particularly during the first quarter. However, 
between August and October price increases were much 
higher in the food and feed group which pushed the 
growth of consumer prices to rates which had not been 
experienced even during the 1941-1942 period. The 
acceleration in the price indices was largely due to the 
rise in petrol prices and to currency devaluation.® 


85 Jn January the Turkish lira devalued by 47.1 per cent and then, 
through a series of smaller adjustments, by an additional 27.7 per 
cent. The annual devaluation was 90 per cent. 


2. TRADE AND PAYMENTS 


The impact of the deterioration of the terms of trade 
of south European countries resulting from the increase 
in oil prices was felt by the majority of them in 1980. 
The combined current deficit of the five largest which had 
declined from $9.9 billion in 1977 to $2.9 billion in 1978, 
increased in 1979 to $5.1 billion and to $11.5 billion in 
1980. In terms of GNP the increase between 1979 and 
1980 was from 1 to 3 per cent. The combined figures are, 
however, strongly influenced by Spain whose current 
account deteriorated by about $6.3 billion in 1980. For 
the other four countries the current deficit changed little 
mainly because the Yugoslav deficit diminished due to 
restrictive policies. 


The trade flows of these countries in real terms are very 
dissimilar and strongly influenced by the relative growth 
of domestic demand and foreign exchange fluctuations. 
Export volumes declined in real terms in Greece, deceler- 
ated in Spain from a growth rate of about 12 to 3 per cent 
and in Portugal from 27 to 10 per cent. In Turkey and 
Yugoslavia exports, which had fallen in 1979 (although 
very slightly in the latter), recovered in 1980, particularly 
in Yugoslavia where they rose by 9 per cent. In 1980 
Portugal and Yugoslavia were the only south European 
countries whose share of world export markets increased. 
In rea] terms imports rose less or diminished in 1980. 
The only exception is Portugal where they grew by about 
8 per cent. Imports declined, under the effect of restrictive 
policies, in Greece and Yugoslavia and recovered a little 
in Turkey where they had contracted severely in 1979. 
In Spain import growth decelerated from about 15 per 
cent in 1979 to around 5 per cent in 1980. 


Having almost doubled in 1979 (from $955 million in 
1978 to $1,883 million in 1979), the current account 
deficit of Greece increased in 1980 much less than initially 
expected and is estimated at about $2.2 billion. On the 
basis of cash payments data for the period of January to 
October it is estimated that a larger deterioration of the 
current account was avoided mainly because imports by 
the private sector remained roughly at the level of 1979 
following an increase of 34 per cent during 1979, whereas 
the current value of imports of the public sector (to a very 
large extent imports of fuels) continued to increase at a 
high rate. The total expenditure on imports during 1980 
is estimated at $11,100 million compared with $10,110 
million in 1979. The deficit on fuel imports rose to about 
$2 billion in 1980 compared with $1,788 million in 1979 
and $975 million in 1970. 


Receipts from exports increased at a much lower rate 
in 1980 and were expected to amount to $4,100 million 
compared with $3,932 million in 1979. Thus the trade 
deficit widened by $822 million to reach $7,000 million; 
in 1979 it had increased by $1,839 million. 


The surplus on invisibles increased from $4,296 million 
in 1979 to $4,750 in 1980 and covered 67.9 per cent of 
the trade deficit; in 1979 it had covered 69.5 per cent. 
Detailed data by commodity are only available for the 
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first half of the year. These show that the expansion in 
the total current dollar value of exports (7.6 per cent) 
was mainly the result of manufactured goods (18.7 per 
cent growth), tobacco (15 per cent) and minerals and ores 
(51 per cent). There were declines in the dollar value of 
imports of capital goods (1.5 per cent) and consumer 
manufactures (19.5 per cent), food imports stagnated, and 
only for raw materials and fuel imports was there any 
increase. Total imports increased by less than 12 per cent 
in dollars. 


The available trade data for Portugal cover only the 
first seven months of 1980. During that period imports 
increased by 51 per cent and exports by 39 per cent; as 
a result, the trade deficit (c.if-f.0.b) increased from 
1.48 billion dollars in 1979 to 2.45 billion in 1980. The 
cover ratio declined from 57.5 per cent in the same period 
of 1979 to 53.1 per cent. Data for the first half of the 
year show only a relatively minor deterioration in the 
terms of trade (of 5 per cent): this is because the full 
effect of the latest increase in petrol prices had not yet 
been fully reflected in import prices, and the February 
revaluation of the escudo helped to hold down the rise 
of import prices in terms of national currency. During 
the first half of the year imports increased in volume by 
14.7 per cent and exports by 13 per cent. It is expected 
that the growth of trade will have slowed down during 
the second half of the year (particularly for imports) and 
that for 1980 as a whole imports will have increased in 
volume by about 8 per cent and exports by 10 per cent. 
The deterioration in the commodity terms of trade for 
the full year is expected to have been relatively modest 
at 8 per cent. In volume the greatest increases in imports 
were in intermediate goods for industry and in transport 
equipment; the volume of agricultural imports increased 
less than the average (by 9.5 per cent) and machinery 
imports were up by 16 per cent in volume. The only 
decline in imports was for fuel imports. The largest 
increases in the volume ог exports were for machinery and 
refined oil products, while textile exports stagnated and 
agricultural and food exports fell slightly. Mostly due to 
the effect of higher petrol prices, the value of imports 
from industrial western countries and the United States 
increased significantly less than average—only Italy and 
Japan improved their shares of the Portuguese market. 
Portuguese exports increased particularly rapidly towards 
Switzerland, the Netherlands and Spain; the only major 
falls were in exports to the centrally planned economies. 

Provisional payments data for the first half of 1980 
show an increase of the current deficit from $211 million 
in 1979 to $718 million in 1980. The official forecast for 
the full year is for a current deficit of about $800 million 
(compared with a $150 million surplus in 1979). This 
deterioration stems entirely from the trade balance since 
it is expected that emigrants’ remittances could reach 
$3 billion—and gross tourist receipts $1.2 billion. Recent 
trends suggest that the expected improvement in services 
and transfers might well materialize, but the trade deficit 
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could well exceed $4 billion in which case the current 
deficit (which, nevertheless, should be easy to finance) 
might be closer to $1 billion. 


Customs-based trade data for Spain cover the first 
eleven months of 1980. According to these, which to a 
certain extent might still be affected by changes in record- 
ing methods and the labour unrest at the docks in July 
and August, the dollar value of imports has increased by 
35.7 per cent and that of exports by 12.3 per cent on 1979. 
(The change between 1978 and 1979 for the same period, 
had been of 33.3 per cent for imports and 38.7 for exports.) 
As a result of these changes the cover ratio declined from 
70.9 per cent in January-November 1979 to 58.6 per cent 
in 1980. The (c.i.f-f0.b) trade deficit increased from 
$6.6 billion in 1979 to $12.8 billion in 1980, and it seems 
likely that, for the year as a whole, the deficit could rise 
from $7.2 billion in 1979 to around $13.5 billion in 1980. 
Nearly four-fifths of the deterioration of the trade deficit 
is the result of the increase in petroleum imports, the 
average price of which was around 75 per cent higher 
Bes in 1979, but the slow-down in exports also played 
a role. 


Volume indices of trade are not yet available, but it is 
clear that there has been a severe slow-down in the growth 
of trade. The volume of imports, which had increased in 
1979 by around 15 per cent, expanded in 1980 by about 
5 per cent. Crude petroleum imports might have increased 
by nearly 3 per cent, food imports by 7 per cent and the 
rest by about 6 per cent. Import prices increased much 
more rapidly than export prices (by about 29 against 
10 per cent), and thus the terms of trade deteriorated 
about 15 per cent, implying a decline in national income 
of over 2 per cent. In contrast with 1979, when export 
volume increased by about 12 per cent, the expansion in 
1980 has been about 2-3 per cent, which is less than the 
growth of Spanish export markets. The Spanish exporting 
sectors thus appear to have borne in 1980 the brunt of 
the adjustment of the monetary and credit targets of 1978 
and 1979, when the peseta was revalued.*® The competi- 
tiveness of Spanish exports, however, has recovered lately 
as a result of a slower rate of increase of domestic costs 
and prices and the depreciation of the peseta by 14 per 
cent in the last 19 months to November 1980.87 


According to official estimates in January 1981 the 
trade deficit (f.0.b-f.0.b) in 1980 was $12.3 billion com- 
pared with $5.7 billion in 1979 and $4.0 billion in 1978. 
The surplus on services is expected to have reached 
$4.9 billion (5 billion in 1979) and the surplus of transfers 
a little less than $2.2 billion (1.8 billion in 1979). Thus the 
current deficit would be about $5.1 billion (or 2.5 per cent 
of GDP at market prices), compared to a surplus of 
$1.2 billion in 1979. The deterioration in the service 
balance is due to an increase in royalty and investment 


86 The peseta appreciated, on a trade-weighted basis, between 
August 1977 and May 1979 by about 20 per cent, but from May 1979 
to November 1980 it declined by about 14 per cent. There have 
been many exchange adjustments during the decade. From May 
1970 to the end of 1973, it appreciated by about 14 per cent, but from 
the end of 1973 to August 1977 it depreciated by over 35 per cent. 
In November 1980 the peseta was 20 per cent under the May 1970 
parity. 

87 The “index of competitiveness”, composed of a component of 
relative prices and an index of export prices in pesetas, shows an 
increase of nearly 10 points from December 1979 to October 1980; 
the domestic price increase was somewhat faster than those of com- 
petitors, but the depreciation of the peseta was 7.9 per cent, See 
Informacién Comercial Espaftola, No. 1760, 25 December 1980. 


income paid abroad and only a minor increase in net 
tourist receipts. Net long term capital inflow is expected 
to have been $4 billion, so for the year as a whole the 
loss of reserves is put at about $850 million. The doubling 
in the net long term capital inflow has been partly caused 
by the borrowing abroad of Spanish enterprises which 
had difficulties in borrowing in the domestic credit market. 
Authorized direct foreign investment (i.e. of above 50 per 
cent participation) remained stagnant in 1980 as com- 
pared to 1979, but the figures are greatly influenced by a 
large investment in 1979 in the motor car industry. 


Preliminary official estimates, based on partial pay- 
ments data, show that the current account deficit of 
Turkey in 1980 almost doubled compared with that in 
1979. The increase in the deficit from $1.2 billion in 1979 
to $2.1 billion in 1980 is mostly the result of the increase 
in the (c.i.f-f.0.b.) trade deficit from $2.8 billion to 
$3.7 billion, resulting mostly from an increase of $1.5 bil- 
lion in the oil import bill (this is estimated at $3.2 billion 
which is 11 per cent more than total export receipts). 
Oil imports and foreign debt repayments (interest and 
principal) absorbed over four-fifths of the foreign ex- 
change resources obtained from total commodity exports 
and workers’ remittances in 1980. According to balance 
of payments data, the dollar value of exports increased 
in 1980 by 27 per cent and that of imports by 30 per cent. 


Turkey’s favourable balance on invisible trans- 
actions®* continued to improve in 1980 but by much less 
(4 per cent) than in 1979. In 1979, the invisible trans- 
actions surplus had increased by 75 per cent reaching 
an unprecedented $1.6 million due to a significant 
improvement in remittances (from $1.0 billion in 1978 
to $1.7 billion in 1979) following the introduction of a 
special exchange rate in April. Remittances continued 
to increase in 1980 to a record level of $2.1 billion 
(17 per cent higher than the target) due to further incen- 
tives in the form of premium interest rates and still more 
favourable rates of exchange. Net tourism income, 
on the other hand, stagnated ($180 million) despite 
official attempts to attract more foreign tourists. As a 
result of increased borrowing abroad and rising interest 
rates, interest payments on foreign debt rose significantly 
In 1980, according to provisional figures, Turkey paid 
$810 million in interest which was almost 30 per cent 
higher than in 1979. Interest payments were more than 
60 per cent of total payments on foreign debt in 1980 
compared with around 50 per cent in 1979 and 1978. 


In recent years the annual economic programmes 
and a number of economic policy packages in Turkey 
have endeavoured to squeeze domestic demand and 
boost exports. Among the measures taken to increase 
exports have been frequent devaluations of the Turkish 
lira, various incentives to exporters, and special efforts 
to increase trade with the middle eastern and CMEA 
countries. The trade links created with these countries 
have changed to a certain extent the commodity com- 
position of Turkish exports. There have been notable 
increases in exports of fruit and vegetables, cereals, 
livestock, processed agricultural products, clothing, 
footwear, textiles and, to a smaller extent, in building 
materials supplied to Turkish engineering firms carrying 
out public works contracts in the Middle East. 


88 This does not include freight and insurance since the trade 
data are presented on a c.i. f-f.0.b. basis. 
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In 1979 exports declined slightly due to speculation 
on the devaluation of the lira, high domestic prices 
for agricultural exports and low manufacturing pro- 
duction due to oil and raw material shortages. In 1980 
exports stagnated during the first eight months and 
remained below expectations due mainly to low pro- 
duction. However industrial exports rose more than 
50 per cent in value in the September-October period 
compared with the corresponding period in 1979, and 
were nearly 90 per cent higher in November. In December 
exports reached an historically high $526 million (equi- 
valent to almost one-fifth of the annual figure). Among 
industrial exports the sharpest increase was in cotton 
textiles (40.5 per cent: January-October data). Despite 
the sharp recovery in the fourth quarter, Turkish exports 
fell behind the economic programme target of $3.5 billion 
and the cover ratio fell from 45 per cent in 1979 to 
43 per cent in 1980. 


According to the figures for January-October,®® 
agricultural exports, which account for 57.5 per cent 
of total exports, increased in value by 8 per cent compared 
to a 3.5 per cent fall in the corresponding period of 1979. 
Among the agricultural exports the largest increases 


89 January-October figures are taken from Is Bankasi, Review of 


Economic Conditions, September-October, Ankara, 1980. 


were in citrus fruits, cotton and livestock (70 per cent, 
21 per cent and 116 per cent respectively). Wheat 
exports, which declined in 1979 by 59 per cent, increased 
in 1980 by almost 200 per cent. 


The dollar value of imports (c.i.f.), which declined 
by 20 per cent in 1978 (due to foreign exchange bottle- 
necks), increased by 10 per cent in 1979, mainly due 
to oil. In 1979 the volume of imports fell by 20 per cent. 
In 1980 the value of imports increased by 30 per cent 
without significant change in volume. The share of 
oil in the total value of imports was 17 per cent in 1975, 
30 per cent in 1978, 34 per cent in 1979, and reached 
more than 50 per cent in 1980. The value of oil imports 
has almost doubled from $1.7 billion in 1979 to $3.2 billion 
in 1980. 


Imports of investment goods increased in value by 
52 per cent during January-September 1980 compared 
with the corresponding period in 1979. Within the 
investment goods group the largest increase was in 
construction materials (618 per cent). In 1980 imports 
of transport vehicles and chemical fertilizers fell sharply 
(by 29 per cent and 17 per cent respectively). Imports 
of consumer goods, which had remained stagnant in 
the last two years, increased by 27 per cent during the 
same period. 


80 Ministry of Finance, provisional data for 12 months. 


3. РВОЗРЕСТ$ 


The stance of economic policies in Greece during 1980 
gradually changed towards expansion. The policy 
‘ targets stated as guidelines in the 1981 Budget document, 
which was submitted to Parliament at the end of 
November, include stimulating domestic demand and 
reducing fiscal “drag”. The forecast public sector 
deficit®! (central government plus public corporations) 
for 1981 is larger than for 1980 (10 per cent of GDP 
compared with 9.3 per cent). Once public debt repay- 
ments are subtracted from the public investment budget, 
the deficit for 1981 is 34 per cent larger than that esti- 
mated for 1980. 


Incomes policies in Greece consist largely of the control 
of rises in civil servants’ salaries and adjustments of the 
minimum wage. The index of the real minimum wage 
has declined from 100 in 1978 (the base year) to 98.8 
in 1979 and 92.9 in 1980. For 1981 the average increase 
in consumer prices is officially estimated at 20 per cent 32 
and the increase in the minimum wage at 22.4 per cent. 
There will be a further increase in the minimum wage 
in November 1981 if the increase in consumer prices 
exceeds 20 per cent. Salaries of civil servants will 
increase in line with the consumer price index. 


The target for total credit expansion in 1980 was over- 
shot by 49 per cent; for 1981 the target increase is a 
restrictive 16 per cent. However, credits to the private 
sector should increase considerably more rapidly (24.5 per 
cent) than to the public sector (9.6 per cent). Private 
housing credits are expected to increase particularly 
rapidly (by 53 per cent). Government borrowing from 
the domestic banking system should remain stable due 
to the fact that greater financing from the EEC regional 
and agricultural aid funds should be available. 


According to official estimates total demand should 
increase by 2.8 per cent. Private consumption could 
grow by 2 per cent and public by 5.3 per cent. Private 
fixed capital investment is expected to increase by 3 per 
cent, stimulated by recently introduced investment 
incentives, greater credit to housing and full membership 
(from January 1981) of the EEC. It is expected, however, 
that the share of housing in total investment will decline. 
Public sector investment (which fell by 6.5 per cent 
in 1980) is expected to increase by 4.5 per cent due to 
higher investments by public corporations. GDP should 
increase by 3 per cent, the primary sector expanding 
by 2 per cent and both industry and services by 3.2 per 
cent. The implicit GDP deflator is put at 17 per cent. 


The still very high level of inflation, the weakness of 
foreign demand and the large current account deficit 
are now the main problems of the Greek economy 


91 Final results are not yet available. The data presented here 
derive from estimates given in Oikonomikos Tachydromos and Oiko- 
nomiké Poreia. 

82 The increase in the GDP implicit deflator is forecast at 17 per 
cent. 


AND POLICIES 


and in 1981 they could jeopardize the attainment of some 
of the targets given above. An increase in domestic 
demand could provoke a further increase in the current 
deficit which might prove difficult to sustain. The recent 
sluggishness in the growth of exports makes this 
possibility even more likely. 


The implicit price targets in the projections may be 
difficult to attain, particularly since past experience shows 
that public sector deficits tend to overshoot the targets. 
In these circumstances the maintenance of the growth 
target could imply the acceptance of a considerably 
higher rate of inflation and a larger current account 
deficit. A new set of protectionist measures or further 
currency depreciation might then have to be considered.®8 


In retrospect 1980 was not a bad year for the Portuguese 
economy. The growth of output was maintained, 
employment increased, and inflation decelerated faster 
than forecast.°* The actual growth of exports showed 
that there was still a good margin of price competi- 
tiveness in the export sectors. Although public consump- 
tion probably increased faster than expected, the budget 
deficit is expected to be lower than officially forecast. 
Finally, the current deficit, even if somewhat larger 
than forecast, is not a constraint in the short run. As 
in previous years, the main instrument of monetary 
policy during 1980 has been the setting of limits to 
total credit creation, but these limits were exceeded, 
particularly in the first quarter, due to the fact that the 
banking system was able to re-discount abundant public 
debt. Moreover, the supply of foreign credit declined 
during the first quarter due to the high interest rates 
prevailing in international credit markets. This situation 
changed during the second quarter but, even so, the 
share of external financing in total financing declined 
from 18.5 per cent in the first half of 1979 to 9 per cent 
in 1980. 


At the onset of 1981 several of the factors which have 
played an important role in the maintenance of a fairly 
satisfactory and sustained rate of growth in Portugal 
seem to be weakening. It seems unlikely that manu- 
facturing output in the first half of 1981 could exceed 
the rate of growth achieved in 1980 and agricultural 
prospects for 1981 look bad in view of the extremely 
unfavourable weather prevailing during the 1980/81 
winter. From the demand side the main problem is to 
reinforce the revival of investment and to avoid a creeping 
deterioration of competitiveness due to the rate of 
exchange depreciation falling behind the rate of domestic 
inflation. Although final budget results for 1980 will 
not be available for some time, it seems clear that the 


98 The drachma depreciated by 13.1 per cent during 1980 with 
respect to the dollar and by 13.9 per cent with respect to the Deutsch- 
mark. 

94 Continuing price controls and a good agricultural year played 
a major role in this. 
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Portuguese authorities are succeeding in restraining the 
growth of the public sector deficit to a more manageable 
rate. 


As for other economies in an intermediate stage of 
development, the main difficulty consists of achieving 
a mixture of policies which, while maintaining external 
and internal balance, do not hamper long-run structural 
changes. During 1980 many important measures were 
taken, aimed at redefining the fields of public and private 
enterprise, promoting employment, stimulating invest- 
ment and rationalizing public investment projects. 
The most outstanding of these measures is the enactment 
of a “co-ordinated system of fiscal and financial stimuli 
to investment.” This system classifies investment into 
four categories according to a single formula which 
combines cost-benefit criteria (which are given a weight 
of 0.65) with sectoral priority (which is weighted 0.20) 
and regional location (weighted 0.15). The system 
also allows the potential investor to know precisely and 
immediately the incentives available for a project. Its 
introduction has probably already had a favourable 
influence on the revival of industrial investment. 


The main lines of economic policy for 1981 are not yet 
officially known as the programme for 198I—to be 
incorporated in the general strategy of the 1981-1984% 
medium-term plan—has not been officially published and 
the budget has not yet been presented to Parliament. 
Preliminary documents foresee a growth of production 
in 1981 of 5 per cent, an increase in gross fixed capital 
formation of 10 per cent, a widening of the balance of 
payments’ current deficit to $1.2 billion, a further slow- 
down in inflation and a containment of the public sector 
deficit to 10 per cent of GDP at market prices. It is 
also expected that the rate of depreciation of the escudo 
against other currencies will slow down, that real wages 
will increase by 2 per cent and that the savings ratio 
will increase. Monetary policy should become less 
restrictive and it is expected that interest rates could 
decline. 


The fulfilment of these targets would imply an extra- 
ordinary resilience of the Portuguese economy in the 
face of an adverse world economic situation. Recent 
indicators, however, suggest that an economic рег- 
formance near to that attained in 1980 would, in the 
present world context, represent a considerable achieve- 
ment. 


In Spain, the very low level of economic activity in 
1979 and 1980, and the high levels of unemployment 
(the highest in western Europe), lend particular urgency 
to the problem of achieving a higher rate of economic 
growth. Economic policy has moved towards a more 
stimulative role in which a philosophy of confidence 
in the efficiency of market mechanisms, and measures 
to reinforce them, are combined with direct intervention 


_ 98 The 1981-1984 Plan has not yet been approved, but its main 
lines are known. Apart from the usual welfare targets such as that 
of “improving the standard of living of Portuguese families”, 
“reducing economic differences among regions” or “improving in- 
come distribution” and “reducing unemployment”, the Plan con- 
tains a series of quantitative targets. GDP should expand by 
4.9 per cent, productivity 3.9 and employment 1.1 per cent. Private 
consumption should expand by 3.3 per cent and public consumption 
by 3 per cent. _ Gross fixed capital formation should expand by 
7.6 per cent, private investment growing faster (10 per cent) than 


ay Exports are expected to expand by 7.9 per cent and imports 
№972. 


in sectors which are in particular need of adaptation 
or in which favourable employment or income multiplier 
effects are expected. 


The Government’s 1979 economic programme included 
monetary targets. The target for total liquidity growth 
was 17.5 per cent plus or minus 2 per cent and for 
private credit more than 17.4 per cent. Both these 
targets were more or less met. No monetary or credit 
targets were set for 1980 but the Ministry of Economy 
stated that “the fact that the budget deficit shall remain 
(in real terms) at the same level as 1979 will allow an 
expansion of credits to the private sector greater than 
in 1979, while a deceleration in total available liquidity 
could be achieved”.%* The latest data referring to 
November 1980 show that the increase in liquidity has 
expanded at about the same rate as in 1973 (M3 increasing 
by 17 per cent year-on-year), while total credit to the 
private sector has increased from October 1979 to 
October 1980 by 20.6 per cent, which is consistent with 
the aim of increasing it in real terms. The context of 
monetary and credit policies has changed considerably 
from year to year: during the first half of 1979 the 
current balance of payments’ surplus and the huge deficit 
of the public sector forced an appreciation in the ex- 
change rate and a fall in interest rates, while in 1980 the 
emergence of a current balance of payments’ deficit 
drained liquidity and, in spite of the persistent growth 
of the public sector deficit, made monetary management 
somewhat less problematic.*? Credit terms, however, 
continued to be hard as interest rates increased in the 
second quarter of the year mostly due to external influ- 
ences. 


The main targets of fiscal policy in 1980 were to keep 
the public sector deficit at the same proportion of GDP 
as in 1979 and to increase capital more than current 
expenditure. Neither of these targets were met. According 
to the most recent information,” the consolidated deficit 
in 1980 was equivalent to 3 per cent of GDP compared 
with 2.7 per cent in 1979. The central government 
deficit is put at 2.2 per cent of GDP. Partial data indicate 
that 76 per cent of the 1980 deficit was financed by Central 
Bank advances compared with 63 per cent in 1979. 


Neither the budget documents nor the new economic 
programme (published in September 1980) set monetary 
targets for 1981, but it seems likely that neither the 
rate of liquidity creation nor the availability of credit 
to the private sector will be substantially altered. Fiscal 
policies will continue to be expansionist: the consolidated 
deficit of the Public Administrations is estimated to 
reach nearly 640 billion pesetas, an increase of 39 per 
cent on 1980. In terms of national accounts the deficit 
should represent 3.5 per cent of GDP and the central 
government would account for over 68 per cent of this. 
Indirect taxes should increase—as in 1980—faster than 


98 Ministerio de Economia, La Economia Espafiola en 1979 : Los 
cambios estructurales, Madrid, July 1980. 


97 The instruments of monetary control by the Central Bank have 
been refined in recent years by the introduction of open market 
operations with treasury bonds and certificates of deposit. Never- 
theless, there is still excessive instability in monthly and call-money 
lending rates. A new institution was created in December 1980 
called MMD or Mediation Societies in the money markets which 
will carry out arbitration operations on short-term assets among 
credit institutions and private savers. 


98 El Pais, quoting Ministry of Finance sources, 9 January 1981. 
Previous official estimates were 510 billion pesetas for the Public 
Administrations’ deficit and 400 for the Central Government’s. 
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direct ones and there will be a half point increase in 
fiscal pressure to 13.5 per cent of GDP. The financing 
of the central government deficit changes substantially 
as advances from the Bank of Spain decline in import- 
ance (covering 56 per cent of the deficit), and public debt 


issues (27 per cent) and foreign financing (16 per cent) 
increase. 


The State budget for 1981 foresees, as in previous 
years, a greater increase in capital than in current expen- 
diture. Current expenditure is expected to increase 
by 15.4 per cent and capital expenditure by 31.4 per 
cent (real investments increasing by 26.8 and capital 
transfers by 34.3 per cent). The increase of investment 
will be directed to sectors with large employment- 
multiplier effects or with the capacity to stimulate 
private investment. The sectors selected are energy, 
construction,’ agriculture and transport.!°! The state 
action will be carried out directly in some cases, through 
nationalized enterprises in others or by subsidizing 
private investment (irrigation works, housing). The 
government has also stated its intention to proceed 
with fiscal reform (new rules will be introduced for the 
revaluation of enterprise assets and income tax rates will 
be periodically adjusted to reduce fiscal drag). The 
reshaping of the financial and credit system (which has 
already started) 10? is expected to attract more private 
saving and to re-direct the credit system towards longer 
term loans by allowing more freedom to market forces. 
Measures were also taken 103 to liberalize prices. Together 
with investment in general, exports receive special 
treatment in the programme. 


According to an official forecast presented with the 
budget at the end of September 1980, GDP could expand 
in 1981 by around 2.5 per cent and inflation should not 
exceed 13.5 per cent. Exports and gross fixed capital 
formation would be the main source of a faster growth 
of total demand but the rate of growth of private 
consumption should also increase. The balance of 
payments current deficit is forecast at $5 billion, the same 
as in 1980. Total liquidity (M3) should grow around 
17 per cent and credit to the private sector by 18 per 
cent. The GDP growth target between 1982 and 1984 
is 4 to 5 per cent. 


99 The National Plan for Energy, approved in 1979, aims to reduce 
the external dependency ratio from 69 per cent in 1979 to 50 per 
cent at the end of 1985. The 330billion peseta investment programme 
for 1980 was fulfilled and investments in 1981 will increase to 430 bil- 
lion. For 1981 the programme intends to reduce by two per cent 
the consumption of petro] products. 

100 The housing programme launched in November 1980 plans 
the construction of 571,000 lodgings in three years (1981-1983). The 
programme implies an increase of 37 per cent in the number of 
houses built under direct official support. The credits will increase 
in inverse proportion to the income of the users. Buyers with 
2.5 times the minimum wage will obtain credits at a subsidized 
interest rate of 11 per cent. It is expected that the programme will 
create 250,000 new jobs in a sector in which there are at present 
300,000 unemployed. 

101 The plans for the re-structuring with public aid of crisis sectors 
continued in 1980. After the shipyards and steel, the latest, approv- 
ed in January 1981, is that of certain household consumer durables 
and home appliances (washing machines, refrigerators, etc.). Other 
plans for textiles, clothing and footwear are under study. 

102 The main reforms of 19 January were the freeing of interest 
rates on time deposits of 6 months (for a minimum of one million 
pesetas) and over. | 

103 In October 1980 the number of “sectors” subject to price 
control was reduced from 73 to 38. The share of controlled goods 
in the consumers’ price index is now only 19.3 per cent. 


Much of the optimism of Spanish experts for 1981 
was based on an expected recovery of output in the last 
quarter of 1980 and on the hope of an autonomous 
revival of investment. The lastest signs indicate that the 
output acceleration at the end of the third quarter 
and beginning of the fourth was not very strong and 
that investment demand continued to be depressed. 
The official growth forecast at the onset of 1981 is seen 
as a maximum and is severely threatened by adverse 
circumstances. Among these is the poor harvest expected 
for 1981 which should be well below that of 1980. Unless 
the revival of late 1980 has been stronger than the 
indicators suggest, it is unlikely that the industrial sector 
will respond to the new incentives before the second half 
of 1981. However, while the targets set for output 
and demand seem feasible, the price and balance of 
payments forecasts look more unlikely. The increase 
in indirect taxation (mostly on refined petroleum products 
and tobacco) is expected to provoke a 1 per cent increase 
in the cost of living index, but the recent increase in 
electricity tariffs by 19 per cent and the effects of a bad 
harvest would seem to put the price target in jeopardy, 
even assuming moderation in wage claims. The most 
optimistic forecast refers, however, to the ‘balance 
of payments which on the import side implies a sharp 
reduction in the import elasticity of demand with respect 
to GDP growth. The Bank of Spain recently estimated 1% 
that assuming an average price per barrel of 38 dollars 
and an unchanged quantity of imports (the national 
energy plan assumes a small decline), the increase in 
the import bill would be more than $2.6 billion. 


Although Spanish exports seem to be recovering part 
of their competitiveness, impaired in 1980 by currency 
appreciation, it seems unlikely that the growth of trade 
will be sufficient to offset the adverse effects of the latest 
oil price increase. Thus a current deficit of around 
$7 million seems likely, particularly if the economic 
revival strengthens and stock-building is renewed in the 
second half. 


Since 1978 the economy of Turkey has passed through 
a very difficult period with high and accelerating 
inflation, a deteriorating external deficit, low capacity 
utilization and increasing unemployment. Although 
oil price increases and world recession have been major 
influences on this situation, the role of past expansionist 
domestic policies should not be underestimated. In 
this respect, 1980 was a crucial year during which new 
policies were introduced and consistently followed. 
On 24 January 1980 the Turkish authorities announced 
the new economic stabilization programme which 
represented a significant break from previous economic 
policies. Direct government intervention was reduced 
and much greater reliance placed on market forces in 
guiding the economy. Export promotion rather than 
import substitution was favoured and foreign investment 
encouraged.!% This programme, followed by additional 


104 Boletin economico, December 1980. Assuming constant im- 
ports of 50 million metric tons, each additional dollar per barrel 
costs the Spanish economy an extra 367 million dollars. 

105 Exporters can now retain 50 per cent of their foreign exchange 
earnings for their import needs; an export credit insurance scheme 
was finalized; transit trade laws have been liberalized to permit 
larger profits on re-exports; export licensing was liberalized for most 
industrial items; most of the import taxes and quotas were abolished ; 
all branches were opened up to foreign investors who, in some 
branches, can now take a majority holding. 
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measures, some of which required changes in legislation, 
aimed at restructuring the economy over the medium 
term and stabilizing the economy in the short term. 


In accordance with this liberalization policy interest 
rates were freed in July 1980: this had positive effects 
on savings but dampened private sector investments. 
In December 1980 a tax reform was introduced to reduce 
fiscal drag and to arrive at a more equitable distribution 
of the tax burden.2%* A value added tax is being prepared 
and will be introduced in 1982. 


One of the causes of accelerating inflation in recent 
years has been the chronic deficits of the consolidated 
budget.°?7 These have been largely due to rapidly rising 
transfer payments, a significant portion of which has 
been devoted to covering the operating losses of state 
enterprises. It is now officially estimated that the 1980 
budget deficit will be around three times the planned 
deficit of TL 50 billion and will amount to more than 
4 per cent of GNP. In 1981 the consolidated budget is 
planned at TL 1,581.8 billion which is 35 per cent higher 
than the actual figure for 1980 but, with an expected 
40 per cent inflation rate in 1981, is not larger in real 
terms. As in previous years public investment is again 
restricted (public investment decreased in real terms 
in both 1979 and 1980). The central government budget 
allocation of TL 323 billion for investments is less 
than half of total public sector investment (TL 667 billion) 
planned for 1981; the rest will be carried out by state 
enterprises and other official organizations. The new 
budget plans a significant curb on current personnel 
expenditures: their share in total expenditure falls from 
30.6 per cent in the 1980 budget to 25.7 per cent in 1981. 


The 1981 programme foresees GNP growth of 3 per 
cent, while the average inflation for the year is estimated 
at 40 per cent. While public and private consumption 
are each expected to increase by 2 per cent, total invest- 
ment is to grow by 6 per cent in real terms. Out of total 
investments of TL 1,125 billion, the public sector accounts 
for TL 667 billion.1°8 


The target for exports is $3.5 billiom and for imports 
$9.0 billion. Imports are planned to increase by 35 per 
cent to avoid production bottlenecks. The expected 
earnings from invisibles are $2,050 billion, $2.4 billion 


106 The corporation tax was increased from 25 per cent to 50 per 
cent. Industrial exporters can deduct from their taxable income 
$250,000 of their export earnings. To secure fiscal advantages 
investments have to be in accord with the development plan objec- 
tives, that is, they should be oriented towards exports, energy saving 
and tourism. 


тоя Budget of the Central Government (general budget) and 
related activities such as universities, waterworks, etc. 


108 The 1981 investment programme includes few new projects 
but mainly focuses on the completion of existing projects, with 
particular emphasis on those which can go into production quickly. 
The energy sector will take 22 per cent of public investments. 
Although the highest share of public investment goes to manufactur- 
ing, it will decline by around 6 per cent compared with 1980, since 
in the new programme for industry the emphasis is on increasing 
capacity utilization rather than new investments. Special emphasis 
has been given in the new programme to exploiting the export 
potential of agriculture. Agriculture will take 13 per cent of public 
investment, which is more than 50 per cent higher than in 1980. 
Particular emphasis will be on agricultural infrastructure (such as 
silos), irrigation and forestry. In manufacturing, 63 per cent of 
investment will be in intermediate goods industries, 26 per cent in 
consumption goods industries and the rest in the investment goods 
industries, Mining is also among the sectors with the largest allo- 
Cae of public sector investment, others being tourism and trans- 
port. 


from remittances and a net income of around $250 million 
from tourism. In 1981 interest payments on foreign 
debt are put at $820 million and profit transfers at 
$60 million. The current account deficit should thus be 
$3,050 million, 60 per cent more than in 1980. In the 
capital account, project and programme credits are 
expected to be $900 million and $2,500 million respect- 
ively, while repayments of principal will be $680 million. 
Foreign direct investments are targeted at $180 million 
and imports with waivers of $150 million. Hence the 
capital account balance will be $3,050 million and the 
over-all deficit $400 million, which is expected to be 
financed by IMF funds. Thus, in 1981, $2,700 million 
in external loans will be needed. 


According to the 1981 programme state enterprises 
will invest TL 317 billion, with emphasis on the com- 
pletion of projects already started, and their operating 
deficits will not be financed by government transfers 
as in the past but will be covered by price adjustments. 


In 1980 the basic problem was the fall in industrial 
production due to energy shortages, the credit squeeze 
and strikes. After September 1980 the energy problem 
was eased to a great extent and labour relations improved: 
consequently production started to recover. However, 
liquidity shortages were not eliminated and the auth- 


_ orities insist that the tight monetary policy will continue 


in 1981. Hence the main possibility of easing the liquid- 
ity shortage is to increase foreign exchange earnings from 
exports and the inflow of savings of Turkish workers 
abroad and foreign capital. However, workers’ remit- 
tances are already very high and to expect much more 
foreign capital in the short run may not be realistic.1° 
Therefore, the only promising domestic source of foreign 
exchange in the short run is exports. The Turkish econ- 
omy entered 1981 with $2.2 billion worth of agricultural 
stocks in excess of domestic requirements which is sig- 
nificantly higher than in recent years. However, past 
experience indicates that these are not likely to be all 
exported in one year because of the lack of the necessary 
infrastructure. In the industrial field, even if the EEC 
had already given Turkey full tariff exemption for indus- 
trial exports, textiles, which together with a few leather 
goods, are the only important export items to the com- 
munity, are excluded. However, textiles and clothing 
exports, together with processed food and livestock, are 
increasing rapidly to the Middle East and Libya. In this 
respect the CMEA countries are also becoming import- 
ant markets for Turkish exports. 


The most crucial import is oil. To sustain a 3 per cent 
growth rate in 1981 Turkey will need around 20 million 
tons of crude; commitments for 17 million tons of oil 
have already been made. In addition to imports, dom- 
estic production, which has declined more than 20 per 
cent in the last 10 years, is expected to be not less than 
last year, that is, around 2.8 million tons. 


Another important question for 1981 is the rate of 
domestic savings, which thay increase significantly if in- 
flation can be slowed down and interest rates kept high. 
Savings may increase even faster with the increase in 
wages and salaries due to declining tax rates. However, 


109 To this end, convertible currency deposits were legalized in 
December 1980 on which interest rates (competitive with those of 
foreign banks) will be paid in foreign currency. 


very high interest га{ез 11° may harm investments, es- 
pecially investments of small enterprises. In this regard, 
the Council of Ministers enacted a decree on 4 February 
1981 reducing the cost of credit to industry and for ex- 


ports,""* as well as directing banks to increase export 
credits, 


There are two crucial external elements in the effort 
to achieve economic stability in Turkey. The first is oil 
prices and the second is the volume of foreign aid re- 
quired to ease the balance of payments constraint. For 
the next few years Turkey’s economic recovery will de- 
pend on a regular supply of foreign loans. By the end 
of 1980, Turkey’s total official debt commitments are 
estimated to have reached about $16 billion, which im- 
plies substantial foreign debt servicing which will put a 
heavy burden on the balance of payments. 


Of the $1,161 million committed by the OECD for 
1980, only $808 million has been disbursed; the remain- 
der will be received in 1981. Thus the $2,500 million 
that Turkey needs this year is reduced to $1,647 million. 
It is hoped that this gap will be closed by $400 million 
of programme loans from western banks, $200-300 million 
from the Arab countries and the remaining $1,000 million 
from the OECD Consortium. A $900 million invest- 
ments project loan is also needed in 1981. Most of this 
has been secured from the World Bank and the rest is 


110 Оп 30 January 1980 interest rates on savings deposits of one 
year were increased to 50 per cent. The Central Bank warned banks 
not to exceed this limit; if they do there will be a freeze on interest 
rates. 


111 At the end of December, the interest rate was 22 per cent on 
export credit and 62 per cent on normal loans. 
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expected to come from the European Investment Bank 
and other international bodies. 


‘Note on the island economies of the area 


In Cyprus the growth rate of GDP decelerated from 
7.5 per cent in 1979 to 4.3 per cent in 1980. Inflation 
increased from 9.5 per cent in 1979 to 13.5 in 1980. 
Investment decelerated, falling behing the target set in 
the third emergency plan. The balance of payments cur- 
rent account worsened and unemployment increased, 
although as a share of the labour force it still remains 
low (2.1 per cent). The major policy problem at present 
seems to be the implementation of a widely agreed price 
and incomes policy which would prevent an acceleration 
of inflation and avoid the need to implement more strin- 
gent fiscal and monetary policies which could lead to a 
large increase in the level of unemployment. 


According to a recent forecast, the increase of GNP 
in Malta, at current prices, during 1980 was 25 per cent 
compared with 15 per cent in 1979. As the rate of in- 
flation more than doubled (from about 7 to over 16 per 
cent), the volume growth of GNP in both years is prob- 
ably close to 7 per cent. Investment probably stagnated 
in 1980 and exports of goods and services decelerated 
markedly, so consumption, both public and private, pro- 
vided the main stimulus to output growth in 1980. 
Unemployment increased by 7 per cent but remained 
relatively modest as a share of the labour force (2.8 per 
cent at the end of September). The current balance of 
payments continued in surplus (equivalent to 7.5 per cent 
of GNP) as a result of increased receipts of net invest- 
ment income. 


4. YUGOSLAVIA 


(i) General trends 


Economic policies in Yugoslavia were tightened in 
1980-1981, whereas during the 1977-1979 period the auth- 
orities had aimed at maximizing growth rates of output 
and employment. The changed policy stance was intro- 
duced primarily to counteract adverse trends in the bal- 
ance of payments and inflation, which were caused largely, 
though not exclusively, by rises in the price of petroleum 
and other imported industrial imports. Through their 
direct effect on the foreign payments balance, these ex- 
ternal price movements combined with existing structural 
rigidities in the domestic economy to restrict short-term 
growth prospects. 


Growth of GNP in the 1977-1979 period lay within 
the 7-8 per cent range in each year. Final domestic de- 
mand tended to rise at a somewhat faster rate, and non- 
agricultural employment expanded rapidly. These high 
growth rates were needed, inter alia, to ease labour mar- 
ket pressures which had been accentuated by the return 
of Yugoslav labour employed abroad, as well as to raise 
productivity in order to sustain the expansion in the stan- 
dard-of-living of workers in the agricultural and service 
sectors. Growth potential was good, despite certain 
strains in the domestic economy and adverse conditions 
in world markets: domestic savings were running at high 
levels and the labour supply was abundant. Domestic 
resources were augmented by borrowing abroad, which 
neutralized difficulties in mobilizing domestic resources 
and adverse movements in international markets. Bor- 
rowing was able to proceed on a relatively large scale: 
the net convertible currency debt service ratio (interest 
plus credit repayments related to receipts in convertible 
currency) amounted to no more than 14 per cent in 1976, 
though it rose gradually to 20 per cent by 1979. This 
was accompanied by a progressive rise in the Yugoslav 
current account deficit from an equilibrium position in 
1976 to a deficit of $3.7 billion in 1979. A considerable 
proportion of this increase was due to rises in the price 
paid for imported petroleum and other industrial inputs, 
suggesting that these price increases were financed pre- 
dominantly by borrowing from abroad. 


The increase in the debt service ratio reduced the 
Yugoslav capacity to borrow abroad. Reduction of the 
current account deficit thus became an urgent directive, 
and was to be brought about first by a substantial drop 
in 1980, and by successive though smaller declines in sub- 
sequent years. Given the persistence of structural rigid- 
ities in the domestic economy, growth capacity has inevi- 
tably fallen. Also inflation (as represented by the GNP 
deflator) increased to more than 20 per cent in 1979, and 


the need to slow down price rises has also limited growth 
prospects. 


Economic policies in 1980 were hence designed to meet 
a new and less favourable economic conjuncture. In ad- 
dition to the more restrictive supply and demand policies, 
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other measures have been applied to restrict imports and 
stimulate exports, including a 30 per cent devaluation of 
the domestic currency announced in June 1980. Export 
promotion has, indeed, become the top priority—though 
the strongest impact on the current balance in 1980 re- 
sulted from the limitation of imports, the volume of 
which was reduced by 11 per cent compared with a 7 per 
cent annual average rise during 1977-1979. The import 
slowdown affected the growth rates of output and in- 
vestments, and in turn the expansion of income and de- 
mand. Direct import control is at present an important 
instrument for redressing both domestic and international 
imbalances. Growth pressures generated by the econ- 
omic system are strong, and investment activity and the 
industrial output sector are highly import dependent, 
while demand management techniques are not as yet 
fully effective. Nevertheless, and despite some leakages, 
demand management policies did help to redress dis- 
equilibrium in 1980. Policy dispositions are now legally 
binding, whereas in preceding years they were applied 
more loosely and formulated as recommendations. Simi- 
lar policies to those described will be pursued into 1981. 


Final domestic demand in 1980 grew by only 0.8 per 
cent, compared with 7.5 per cent per year during 1977- 
1979. This reduced the pressure to import. The volume 
of imports in fact declined by 11 per cent, exports ex- 
panding rapidly (by 9.1 per cent in volume terms). The 
deficit on current account fell to some $2 billion. Some 
acceleration in the growth of final domestic demand is 
planned for 1981, but the deficit on the current account 
is expected to be reduced further (to $1.8 billion). Asa 
consequence, the GNP growth rate, which slackened to 
2.5 per cent in 1980, may speed up to 3.5 per cent in 
1981. 


The lag of final domestic demand behind GNP growth 
in 1980, and the likelihood that this will continue in 1981, 
means that the financing of increased expenditures due 
to rises in the price of imported petroleum and other in- 
dustrial inputs was shifted from foreign borrowing to 
domestic sources. The bulk of this switch was borne by 
real wages, which declined, and by investments in fixed 
assets, which stagnated. 


The target for inflation was not met in 1980. In fact, 
price rises accelerated over the year, mostly on account 
of rising costs both at home and abroad. On the whole, 
it was again underlined that the rate of inflation in 
Yugoslavia is a function less of output and demand 
growth rates than of certain deficiencies in institutional 
arrangements and of import cost increases. 


The growth output in 1980 was still relatively high by 
international standards, but it was too low to prevent a 
further rise in unemployment. Agricultural labour re- 
dundancies, and a strong tendency for the affected workers 
to migrate to cities, was the major element in the deterio- 
ration in the labour market during the year. 
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The high current import dependence of output (some 
15 per cent in terms of gross output net of inter-branch 
supplies but some 27 per cent in terms of GNP), and 
the high current account deficit in 1979 might suggest 
that a considerable decline in the rate of growth of out- 
put was needed in 1980 if a prompt and substantial re- 
duction in the foreign deficit were to be achieved. How- 
ever, had restrictive policies been applied in a more 
selective way, a similar result may have been obtained 
with somewhat higher growth rates of output and em- 
ployment than actually reported for the year. Certain 
sectors (accounting for some 54 per cent of total output) 
have a low dependence on imports. A number of these 
reported substantial slack capacity at the beginning of 
1980, and domestic demand for their products and ser- 
vices—notably construction, agriculture and the food pro- 
cessing industries—remained unsatisfied to a considerable 
degree. These sectors could therefore have expanded at 
higher rates without upsetting major economic policy 
goals. 


Growth prospects may improve in the next few years. 
The draft plan for 1981-1985 stipulates an average annual 
GNP growth rate of 4.5 per cent. Since growth is un- 
likely to exceed 3.5 per cent in either 1981 or 1982, it 
could, by implication, exceed 5 per cent thereafter. This 
expectation rests mainly on the assumption that savings 
and labour will continue to be plentiful while growth 
capacity will be raised through import substitution and 
export promotion. Hence, the foreign deficit should re- 
main within manageable limits. In fact, export and im- 
port volumes are planned to increase by average annual 
rates of 8 and 1.1 per cent respectively, the volume of 
imported industrial inputs increasing by more than 4 per 
cent. On these assumptions, the current account deficit 
should eventually decline to $1 billion. The rise in dom- 
estic demand is limited to an average of only 2.8 per cent 
annually. Obviously these targets are very optimistic. 
However, import substitution is expected to be greatly 
helped by improvements in the structure of domestic out- 
put, where priority is to be given to industrial inputs, en- 


ergy materials, agriculture and machinery. The develop- 
ment of domestic resources will be upgraded; in the past 
their competitiveness has suffered from over-valuation of 
the domestic currency and discriminatory credit policies. 
In the field of energy, the expansion of both hydro and 
thermal power (based on lignite) will be stepped up. 
Some 50 per cent of existing water power resources are 
not yet utilized and deposits of lignite coal, cheap and 
easy to extract, are estimated at more than 25 billion tons. 
At present, the share of imported energy in total energy 
consumption is small and may decline further. 


(ii) The growth of output and demand 


Shifts in the pattern of demand growth between the 
1977-1979 and 1980-1981 periods have been considerable 
and already reflected changes in priority from domestic 
growth to the improvement of the foreign balance. Thus, 
the major expansionary force shifted from domestic de- 
mand to the foreign sector. Final domestic demand, 
which expanded fast during 1977-1979 (by 7.5 per cent 
per year), hardly rose in 1980 (0.8 per cent), though a 
somewhat higher rate is envisaged for 1981 (table 2.4.1). 
In contrast, the foreign sector, which tended largely to 
offset the rise in domestic demand in the earlier period, 
acted as an amplifier in 1980. During 1977-1979 the vol- 
ume of imports increased fast (7 per cent per year) while 
the volume of exports declined in each year of the period. 
In contrast, the volume of exports expanded by 9 per 
cent in 1980 while that of imports declined by 11 per 
cent (table 2.4.2), The plan for 1981 expects exports to 
rise by 7 per cent and imports to decline by 3 per cent. 


This change in demand patterns and alterations in 
foreign balances inevitably caused a slackening in current 
growth rates, affecting not only total output but all sec- 
tors of the economy in 1980. Industry and construction 
were most strongly affected. Industrial growth slack- 
ened from the fast rates reported during 1977-1979 (8.6 
per cent on average per year) to a relatively slow rate in 


TABLE 2.4.1 


Yugoslavia: Volume growth of demand and output 


eT 


billion Annual percentage change at constant 1972 prices 
current Lercenlage  ——— ee 
dinars share 1977 1978 1979 1980 
peeeeeeearie gee Wel AM, ВЕРНЫЕ eee ee eee ee 
Final domestic demand .... . 738 93.9 8.4 8.2 6.0 0.8 
Private consumption .... . 398 50.2 7.0 7.0 5.6 1.3 
Collective consumption ... . 73 10.0 7.4 6.5 4.5 1.0 
Gross fixed investment. .... 267 33:7 9.5 10.5 7.0 - 
Total domestic demand ..... 793 100.0 12.8 5.9 8.1 0.6 
Addition to stocks and errors. . 55 6.1 3.6 “i159 0.6 —4.0 
Foreign balance (goods and ser- 
VICES) Meee ВУеЯ — 60 —- —4.8 0.2 — 1:9 ее 
Social рос нее 733 — 7.9 6.9 Wail 2.5 
Agriculture: Фе реа ие = eek 114 — 4.8 — 6.4 ЭЙ —2.0 
Industry, И. ВВ eeee-rak ey ce 283 9.4 8.7 165) 4.5 
Constniction би... 79 — 9.5 12.8 9.8 2.0 
cot ее: 5.7 4.0 2.0 


Industrial output per worker . 


S38) 


ии 


Source : National statistics. 


а Index of physical volume of output. 
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TABLE 2.4.2 


Yugoslavia: Balance of payments and foreign debt 


1977 1978 1979 1980 
Annual percentage change 
olume growth 
i СВ И ee т coe haa =5},3) —0.8 — 0.4 9.1 
Пирог ое ck ов бы ПЕ Sly 10.0 —10.9 
Termsiof:trade ак В о. ee —0.9 3.9 = Shey 0.8 
Million current US dollars 
‘Trade balance: о ces ee — 4 380 —4 317 =i] 225 — 5 983 
Exports:C:-l:isvon cl eee) ana) Ce 5 254 5 671 6 794 8 961 
TMPOrtsfO:Din sce oy с ec 9 634 9 988 14019 14 944 
Balance оп services and transfers .... 2 798 3 061 3 564 3 783 
Remittanceswet] пот «eee sacs Stake 1 427 1714 1710 > 
"Гори, Sey cap sy eraise. a. Se a Пой 930 1028 
pRransportationues .mciee een nee 563 585 731 
Interest ats caer ее lets See — 258 — 300 = 9035 
О ое ое М 315 132 1130 aid 
Balance on current account. ...... = 582 —1256 —3 661 —2 200 
Capitalfaccount acm arc nee 1 544 1 592 1 809 3 200 
Мертезегуе поете 5 » 6 o 6 o 5 o 38) 336 = 652 — 
о аресте о 3 309 3 645 1 793 2 793 
(СОВЫ о ооо ню ово 9 540 11 833 13 920 16 500 
iNet отека: Е 8 424 10 726 12 500 15 000 
Net foreign debt minus reserves. .... 5 115 7 072 10 307 12 207 
Percentage 
Ratio of total debt service to all exports 
Net capes. Se vac See | Semi es ks 14 14 17 
(GLOSS Saat tai С ср ое Reet НИ 18 21 
Ratio of total convertible debt service to 
all convertible currency receipts 
РО sans Mer: 17 17 20 19 
GIOSSh tee ро С 20 21 24 21 


Source ; National statistics. 


1980 (4.5 per cent) with the prospect of declining further 
in 1981 (4 per cent). This was accompanied, and was 
partly caused, by a substantial reduction in the supply of 
inputs: in 1980 their import volume fell by 7 per cent 
(against a 12 per cent average annual rise during 1977- 
1979), while domestic output of these commodities in- 
creased by 5 per cent (compared with an 8.3 per cent 
annual average during 1977-1979). Their export volume 
remained unchanged between the two periods. 


There are several reasons for reducing industrial ex- 
pansion whenever problems of foreign balances arise. 
First, its direct dependence on imports exceeds 24 per 
cent (in terms of gross output net of intra-industry 
supplies). Two-thirds of total imports consist of goods 
for further processing, the bulk of which are used for in- 
dustrial output. Second, import substitution policies pur- 
sued over the last five years with the purpose of removing 
balance of payments constraints have not been very suc- 
cessful. True, during 1975-1979 industrial output in- 
creased by an average 7.7 per cent a year, whereas its 
consumption of inputs by only 6.3 per cent, within which 
inputs originating from imports grew by no more than 
4.5 per cent (all in volume terms). However, the positive 
effects resulting from these relative trends were more than 
neutralized by fast rises in the prices of imported indus- 
trial inputs. Somewhat better results were obtained in 


1980, when the output of goods for further processing 
became the most dynamic industrial sector. Industrial 
growth has however clearly remained sensitive to vari- 
ations in imported supplies and in fact it was the indus- 
trial sector where the impact of policies to restrain im- 
port growth rates was felt most strongly in 1980. 


Industrial growth prospects should improve in a few 
years if current import policies are successfully im- 
plemented. The draft plan for 1981-1985 expects indus- 
trial growth to proceed at an average annua! rate of 
5 per cent, which implies higher rates in the closing years 
of the period. Critics in the country argue that this rate 
is too low in relation to existing potential.1!2_ Domestic 
output of inputs is expected to expand at similar rates, 
and though total imports are planned to increase by only 
1.1 per cent per year, growth in imports of inputs should 
increase at rates several percentage points higher. 


The expansion of construction activities also slackened 
sharply in 1980: falling from high average annual rates 
of 11 per cent during 1977-1979 to a moderate 2 per cent 
in 1980. Some recovery may take place in 1981. Con- 
struction is one sector where the decrease in growth of 
the order reported for 1980 could have been avoided had 
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growth policies been more selective. The total depen- 
dence of construction on imports is moderate (perhaps 
10 per cent) and its unutilized capacity amounted to some 
35 per cent. There is, moreover, a considerable shortage 
of housing in the country; hotel space has become the 
major limiting factor to the expansion of tourism and the 
existing inadequate network of roads threatens to be- 
come a severe bottleneck in transport. Greater efforts to 
satisfy the demand of housing and hotel construction 
would have further reduced pressures on domestic mar- 
kets and on foreign payments. However, the five-year 
draft plan for 1981-1985 envisages an acceleration in con- 
struction output to over 5 per cent annually. The plan 
stresses the need to satisfy housing demand and to ex- 
pand construction activities abroad (at present they 
amount to nearly $1.5 billion of which more than one- 
third accrues to the balance of payments). 


Year to year changes in the output of agriculture and 
the food processing industries are strongly affected by 
weather, but government policies, which are not always 
consistent, have on occasion hindered growth in these 
sectors. More selective growth policies could have ben- 
efited them also. Their total dependence on imports is 
less than 10 per cent in terms of gross output net of intra- 
sector supplies. Their existing technical capacity is not 
fully utilized. Nevertheless the country imports a con- 
siderable amount of foodstuffs in the production of which 
Yugoslavia enjoys a comparative advantage (cereals, 
meat, edible oil for instance). The draft plan for 1981- 
1985 stipulates a 4.5 per cent annual average growth rate 
for agriculture. The plan implies primarily the elimin- 
ation of the Yugoslav trade deficit in foodstuffs, and also 
aims to raise food exports, particularly to the oil ex- 
porting countries. The natural and technical conditions 
in the country would support such growth rates, though 
unknowns such as export prospects and the effects of 
government policies involve considerable elements of un- 
certainty. 


Changes in the patterns of demand and output were 
closely associated. The most marked slowdown affected 
the volume of private consumption, which registered a 
decline from a 7 per cent average growth rate during 
1977-1979 to 1.3 per cent in 1980. A somewhat higher 
rate is expected for 1981. Real wages were affected 
strongly (table 2.4.3): after rising by 3.3 and 5.8 per cent 
in 1977 and 1978 respectively, they stagnated in 1979. 
They declined by 8 per cent in 1980, and are planned to 
increase by 1 per cent only in 1981. The growth of other 
real income was fast throughout 1977-1979 but slackened 
to very moderate rates in 1980. Real income develop- 
ments in 1979 were affected by a shift in the terms of 
trade in favour of agricultural producers, but slow rates 
of growth or even some actual declines took place in 
1980 and 198] reflecting a deliberate policy to finance the 
rise in petrol prices. Since it was difficult to mobilize 
voluntary savings for the latter purpose, the government 
applied incomes policies which kept the rise in nominal 
wages below the increase in the cost-of-living. The rise 
in private savings decelerated considerably but did not 
fully cover the resulting gap in disposable incomes. Real 
wages and private consumption are planned to pick up 
during 1981-1985 to an annual average of 2 and 3 per 
cent respectively, indicating somewhat higher growth 
towards the closing part of the period. 


Consumer goods’ supplies also underwent considerable 
changes. Output growth fell back sharply from 9 per cent 


TABLE 2.4.3 


Yugoslavia: Income, wages, costs and prices 
Seer ee ee STE а Deny See ee 
Annual percentage change 


НО 1978 1979 1980 


Incomes 
otal incomesmen eae 23.6 24.1 25.2 
Disposable income. . 23.7 26.1 25.2 

of which: 

SavingSq..e so ee 27.4 39.1 21.6 8.7 

Saving ratio (per 

5) а ы ас 15.6 18.5 AES 16.0 
Wages, costs and prices 
Real wages 2... 33 5.8 0.1 = 
Nominal wages . . . 18.8 20.9 20.5 20.0 
GNP price deflator Sat 14.9 20.7 29.8 
Wage costs per unit 

ОГО... 12.4 14.8 15.6 17.6 
Industrial producer 

ре fea as ste 9.5 8.4 13:2 27.0 
Agricultural producer ; 

А ee. ey hae 121 11.4 25.6 35. 
Export рисез.. .. 14.0 8.7 14.9 21.0 
Пирог pricesi-. 50 4.6 19.3 20.0 
Retail prices 13.3 13.4 PALS) 30.0 


Source : National statistics. 


Note: In 1979 total income was 827 billion dinars, disposable income 806 
billion, and savings 140 billion dinars. 


per year during 1977-1979 to only 4 per cent in 1980. A 
rate similar to that recorded in 1980 is expected for 1981. 
Consumer goods’ export volumes grew only marginally 
in 1977-1979 (2.4 per cent), but soared by 30 per cent in 
1980; fast rises in import volume (11 per cent) in the first 
period were transformed into a considerable decline 
(12 per cent) in 1980. Some disruptions in consumer 
goods’ sales were apparent in 1980; the variations in 
availability from output and trade were not always comp- 
lementary, giving rise to shortages, expectations of price 
increases, and consequent stockpiling by consumers. 
Thus, although sales of detergents, edible oil, sugar and 
coffee increased in real terms by 8 to 17 per cent, they 
were not always available in shops, though the situation 
tended to normalize towards the end of the year. 


The expansion in the volume of investment in fixed 
assets, which had progressed at an average rate of 9 per 
cent annually during 1977-1979 was completely halted 
in 1980, and some decline is anticipated for 1981. The 
increase in profits was heavily reduced by the slow growth 
of output. Credits to enterprises increased very little in 
real terms, borrowing abroad by enterprises was heavily 
restricted, and a part of their current savings was im- 
mobilized by the rise in the down-payments legally 
required to be deposited with banks before a project is 
started. The growth of investments in service was blocked 
by administrative intervention. On the other hand, a 
sharp slackening in domestic supplies, and especially the 
decline in imports, reduced the capacity of the economy 
to invest. Output of capital goods increased by 11 per 
cent on average per year during 1977-1979 but by only 
4 per cent in 1980—a rate which is expected to be main- 
tained in 1981. The volume of exports, which declined 
in previous years, rose by nearly 3 per cent in 1980. The 
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sharpest break with the trend took place in the growth of 
import volumes: an annual average rise of nearly 6 per 
cent in the three previous years having been transformed 
into a decline of almost 21 per cent in 1980. 


Prospects for investment expansion are not bright. The 
official position at present is that the existing ratio of 
domestic investment to output is excessive and should be 
reduced. Thus, investments in fixed assets financed from 
domestic savings alone, account at present for some 
30 per cent of GNP (at 1972 prices), and investments as 
a whole for nearly 35 per cent of total resources (in 
western prices these ratios would be several percentage 
points lower). The plan for 1981-1985 foresees sub- 
stantial cuts in these ratios: total investment in fixed 
assets is expected to increase by 1.5 per cent per year 
compared with the 4.5 per cent annual rate stipulated for 
the growth of GNP. However, the above rate for expan- 
sion of investments does not appear fully consistent with 
the growth targets for output and exports, but planners 
hope to derive substantial advantages from existing spare 
capacities and from rises in efficiency. 


For balance of payments reasons the role of imported 
investment goods is to be reduced. Clearly the high share 
of imports in total investment in fixed assets up to now, 
particularly in investment in machinery and equipment 
(where the import content is about one-third of the total), 
exposes the sector as a whole to the risk of restrictive 
action whenever foreign payments problems arise. 


The volume of collective consumption in 1980 expanded 
at a slow rate (1 per cent) while in the preceding three 
years it progressed at an average rate of 6.2 per cent. 
Restrictions on public spending were accentuated and the 
financing of budget deficits by borrowing from the 
Nationa] Bank fell in relation to total expenditures 
(from 9-11 per cent in preceding years to 7.2 per cent in 
1980) (table 2.4.4). Restrictions were also imposed on 
enterprises’ expenditure on social and welfare projects. 


Despite the above squeeze on the growth of domestic 
demand, prices in 1980 not only rose fast but at ac- 
celerated rates. The GNP price deflator, which rose 
from 15 to 21 per cent annually over the 1977-1979 
period, accelerated to nearly 30 per cent in 1980. Retail 
prices expanded at similar rates. Cost pressures and 
deliberate price adjustments accounted for the bulk of 


these movements, but demand/supply imbalances of the 
kind referred to earlier, and the abandonment of adminis- 
trative price controls for most commodities during the 
course of 1980 also contributed. Wage costs increased by 
nearly 18 per cent, as compared with 16 per cent in 1979. 
Certain tax rates were adjusted upwards. Import prices 
rose in part because of generalized inflation in world 
markets (about 20 per cent, as in 1979) and contributed 
5 percentage points to inflation. However a second 
element in the Yugoslav case was the 30 per cent de- 
valuation of the dinar in June 1980 which may have 
contributed a further 9 percentage points to the over-all 
price rise. The latter thus explains the bulk of the ac- 
celeration that took place in inflation in 1980, domestic 
causes accounting for 15.5 percentage points of inflation 
in 1980. The 1981 plan envisages that inflation will revert 
to a rate below 20 per cent. 


Increased costs were passed on to consumers, despite 
the fact that the money supply expanded less rapidly (at 
26 per cent) than GNP in current prices (33 per cent). 
However, the velocity of circulation of money increased 
a great deal. The major factor was credit extended by the 
National Bank to Commercial banks. 


(iii) Employment 


It has been estimated that under existing conditions 
5 per cent more jobs per year need to be created outside 
agriculture for the net increase in the labour supply 
(natural increase in labour force plus the outflow from 
agriculture and emigrants returning from abroad) to be 
completely absorbed. This rate has not been achieved 
in past years and as a result unemployment has increased. 
However, enough new jobs were created to secure a sub- 
stantial deceleration in the rise of unemployment. 


Moreover, change in the trend of output growth 
between 1977-1979 and 1980-1981 has adversely affected 
the capacity of the Yugoslav economy to create new jobs. 
During 1977-1979 employment rose fast (4 to 4.5 per 
cent); some 680,000 new jobs were created which was 
sufficient to accommodate the natural increase in labour 
force (430,000), all returnees from abroad (70,000) and a 
substantial part of potential migrants from agriculture 
(180,000). Unemployment continued to rise but at sharply 


TABLE 2.4.4 
Yugoslavia: Money supply and consolidated budgets 


Amount 
end-1979 


Billion dinars 


Changes during period 


1977 1978 1979 1980 


a ee 


Money supply (Mil) Seen 395.4 
Bankjcredits оборо оово 1210.3 
Foreign exchange transactions . . —112.0 
Non-monetary deposits а —702.9 

Budget expenditures ....... 507.5 

Budgetideficit 9; au nee 43.1 


42.9 iP? 57.0 98.9 
146.2 216.9 2553.2 302.6 
5.2 —18.8 = 78.6 — 112.4 
— 86.1 — 1259 = 117.6 = 91.3 
61.4 82.4 100.1 933 


Percentage share of total expenditures 


14.5 11.6 8.5 7.2 


— 


Source : National statistics, а Increase. 
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TABLE 2.4.5 


Yugoslavia: 


Employment 


rae ee ee ee ис" ох ИТ. сене, они a 


Annual percentage change 


End-1979 ‘ : = > 

(thousands) Percentage 1977 1978 1979 1980 
Potaliabourforce sn . 5 see 10 855 100.0 1.4 1.4 1.3 1.3 
Employment outside agriculture 5 878 54.2 4.4 4.4 3.9 3.0 
Employment in agriculture. . . . 3705 34.2 — 1.8 =) 572] =. 8 
Employment abroad. ...... 800 7.4 = By = 3.0 = = 
ОС Ке О mun. ee oe 787 7.0 10.3 5.0 30) By 
VACANCIES Meme о vs feel 80 0.7 20.8 9.4 11.1 —775 
Effectively unemployed ..... 472 4.2 10.2 50 3.6 3 


Source : National statistics. 


reduced rates of increase, falling from 17.6 per cent in 
1976 (when it reached its peak, principally due to migrants 
returning from abroad) to 3.6 per cent in 1979 (table 2.4.5). 


However, in 1980 employment outside agriculture 
increased by only 3 per cent and is expected to increase 
by only 2 per cent in 1981. Employment in the socialist 
sector (94 per cent of total employment outside agri- 
culture) rose by 2 per cent in 1980. The growth rate in 
the number of unemployed nevertheless continued to 
decline in 1980, to a rate of 3.2 per cent. This was due to 
three factors: employment in the private sector expanded 
by 6 per cent (compared with 2 to 2.5 per cent in pre- 
ceding years); a slowdown in the rate of migration from 
agriculture (employment in agriculture declined by 1.3 per 
cent in 1980 compared with 1.8 to 2.2 per cent in pre- 
ceding years); and the virtual cessation of the return of 
migrants from abroad. Adverse prospects, it seems, 
discouraged some farmers from registering for jobs else- 
where. The private sector has been strongly stimulated 
in recent years in order to ease unemployment as well as 
to improve supplies of certain services which were highly 
deficient. 


The existing level of unemployment is nonetheless 
clearly too high: job seekers and those effectively un- 
employed account now for 13 and 8 per cent respectively 
of the labour force employed outside agriculture—equal 
to 7 and 4 per cent of the total labour force. However, 
a high rate is unavoidable in a country where the agri- 
cultural labour force still accounts for 33 per cent of the 
total. In fact, full employment is closely linked to the 
over-all level of a country’s economic development. In 
Yugoslavia however, even under existing circumstances, 
unemployment could have been lower than it is, had 
policies to stimulate self-employment been more regular, 
more consistent and more widespread, and had migration 
on Yugoslav territory been properly organized. 


Progress in solving this problem will be heavily 
dependent on the fact that a relatively suppressed growth 
rate of output is expected in the years to come. Employ- 
ment outside agriculture is planned to increase by 2.5 per 
cent annually during 1981-1985: this means the creation 
of about 750,000 new jobs, roughly equivalent to the 
natural increase in the labour force. However, employ- 
ment opportunities will be further expanded by vacancies 
due to the retirement of 750,000 existing workers, which 
for demographic reasons will be concentrated towards 


the end of the 1981-1985 period. Migration from agri- 
culture may therefore be expected to continue on a 
relatively large scale, which would substantially reduce 
the excess work force in this sector (at present estimated 
at 1 million or some 26 per cent of employment in agri- 
culture). Hence, unemployment should virtually stabilize 
towards the end of the 1981-1985 period, and would 
moreover decline substantially in relation to the total 
labour force. 


(iv) The balance of payments 


Shifts in economic policies and patterns of growth, as 
well as the devaluation of Yugoslav currency, favoured 
exports and discouraged imports in 1980, which rose in 
value terms by 32 and 7 per cent respectively (compared 
with 15 and 29 per cent respectively in 1979). In dollar 
terms, the terms of trade were almost unchanged in 1980, 
compared with a 4 per cent decline in 1979. As a result, 
the trade deficit diminished by some $1.2 billion to a 
level of $6 billion, the coverage of imports by exports 
rising from 49 per cent in 1979 to 60 per cent in 1980. 
The impact of economic policies on the foreign balance 
in 1980 was, moreover, stronger still: had prices remained 
unchanged the Yugoslav trade deficit would have fallen 
by $2.2 billion, i.e. to a level of $5 billion. It should be 
mentioned in this respect that the volume of oil imports 
declined by 5 per cent in 1980, but on account of rising 
prices, the oil bill rose by $1.1 billion. Trade balances 
improved with all major trading areas. 


Trade in services also progressed in 1980 and again 
Yugoslav exports were much more dynamic that imports. 
The Yugoslav surplus on this account increased by more 
than $200 million—to a level of nearly $4 billion. The 
principal contributor was tourism which was strongly 
stimulated in 1980 by a devaluation of Yugoslav currency. 


The Yugoslav current account deficit was thus reduced 
by nearly $1.5 billion to the level of $2.2 billion in 1980. 
As noted earlier, this was in line with economic policy 
objectives set at the beginning of the year. Taking mer- 
chandise trade and services together, the coverage of 
imports by exports rose from 80 per cent in 1979 to 
90 per cent in 1980. The policy for the future is to con- 
tinue reducing the current account deficit until it eventually 
declines to a level of $1 billion. 
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It was reported that by the end of 1980 Yugoslav 
foreign debt increased by nearly $2.5 billion, i.e. to a level 
of some $16.5 billion gross (about $15 billion net of 
Yugoslav credits to foreign countries) of which $15 billion 
may have been in convertible currency. This would 
imply that the current account deficit for the year was 
financed mostly by borrowing abroad. It seems also that 
the Yugoslav gross debt service ratio (based on payments 


of $3.2 billion in 1980, in convertible currency) declined 
from 24 per cent in 1979 to some 21 per cent in 1980. 
On a net basis, the ratio fell below 20 per cent. The debt 
service burden was lightened by the consolidation of 
Yugoslav indebtedness which extended repayment periods. 
The draft plan envisages a decline of 1 percentage point 
annually in the debt service ratio during the course of the 
current five-year period. 


СНАРТЕВ 3 


RECENT ECONOMIC DEVELOPMENTS IN EASTERN EUROPE AND 
THE SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Growth of national output 


For 1980 a marked upturn in economic development 
was planned in eastern Europe and the Soviet Union. 
An implied target rate of slightly over 4 per cent growth 
for net material product (NMP) in the region as a whole 
was more than 1.5 percentage points higher than the rate 
achieved in the previous year. It was assumed that the 
exceptionally adverse conditions which occurred in 1979 
would not be repeated for a second consecutive year, 
and that policy aiming at stable and balanced growth in 
the long run could be implemented at a pace close to the 
1979 targets. Actual trends in the year under review were 


largely in line with policy orientations in the Soviet Union, 
Bulgaria and the German Democratic Republic but a 
number of factors held back performance in the other 
countries of the region. Thus, over-all expansion in the 
region as a whole accelerated more modestly than envis- 
aged by the national plans for 1980. In terms of NMP, 
an aggregate 3 per cent rate of growth was achieved, some 
0.6 percentage points up on the 1979 rate (table 3.1.1). 


In the east European countries taken together the recov- 
ery in rates of growth for 1980 did not materialize. Global 
economic activity rose by an aggregate 1.1 per cent rate 
in terms of NMP, which was more than | percentage 
point lower than in the previous year and about 3 per- 


TABLE 3.1.1 


Changes in growth of the net material product 
(Annual percentage change) 


Net material 


product 
(billions of 
national Gross output 
currency 
units) at Net material product Agriculture Industry Construction® 
Country and period sss: Plan Actual Plan Actual Plan Actual Plan Actual 
Bulgaria 
ПО бое ye "oP ae 15а 9.0 6.5 5.0 4.1 9.2 6.8 8.0 83 
О и нь бане 4s 15.5 8.2 6.3 4.0 — 4.6 92 6.8 ue 5:7 
ПОЗ: st «© Aaa ence rr ame 16.3 6.8 5.6 5.0 4.3 1-7 6.9 6.6 57272 
жа 17.6 7.0 6.6 7.0 6.0 7.8 5.4 1.8 
ОО Диены 18.7 Е Sei 7 Ао 6.3 4.0 28 1.3 
В В + 5.1 4.7 5.6 4.4* 
Czechoslovakia 
S76 о ceric ae 418.2 5.0 4.1 ay) —2.4 5.4 5.5 6.7 3.4 
OR Tar о ее а ата aire 415.0 Se 4.2 8.2 9 Ss 55 6.2 85 
О и оке 43/.1 4.9 4.1 3.4 1.5 5.0 4.8 6.1 ВЫ 
Поет es oe ue tes 458.6 4.3 Sal 3.8 —4.2 4.5 37 5.8 2.5 
ОЗ Гл 475.6 3.7 3.0 де 6.0 4.0 3.2. 3.8 1.3 
TOS IMS eet! Oe Ин: 2.8 2.6 2.9 2.8 
German Democratic Republic b 
POT Gites ее 147.7 5:3 3.6 1.4 —4.9 6.0 5.9 6.3 6.4 
No aie Ae cade, ECD 3 ao 1553 5.5 5:2 2.8 6.8 5.1 5.4 6.2 5.3 
TE. city о а eae с 160.8 522 3.6 9.5 1.4 55 Sell 5.7 2.6 
OTS ities. Waal ie ete 166.9 4.3 3.8 1:3 2.0 55 4.8 4.2 — 
О а dor 173.9 4.8 4.2 0:55 On 4.7 4.7 53 й 
ТОВ риа. v3 5.0 0.8°¢ 5.0 2.8 
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TABLE 3.1.1 (continued) 


Net material 
product 


(billions of 
national Gross output 
currency So pe a ee Ln ee + 
units) at Net material product Agriculture Industry Construction® 
current oa ee Е Se 
Country and period prices Plan Actual Plan Actual Plan Actual Plan Actual 
Hungary 
О о rae ny 432.4 5.0-5.5 3.0 4.0 = PAI 6.0 4.6 5.0-5.5 4.6 
к 476.0 6.0-6.5 8.0 7.0-8.0 10.3 6.0 6.6 5.0-5.5 6.4 
О ac teams $13.1 5.0 4.2 2.0-3.0 2.0 5.5-6.0 4.9 4.0-5.0 37 
Е Ц ate aee 556.0 3.0-4.0 1.8 3.0-3.5 jhe) 4.0 3.0 1.0 0.8 
O80 eee re aoe Ae sas 605.0 3.0-3.5 —0.8 5.0-5.5 2.6 3.5-4.0 lai (3.0-2.5) —5.4 
ас 2 2.0-2.5 3.0 3.0-3.5 =i 5 
Poland 
OTUs Ae ene ee Sea te 1 593.3 8.3 6.8 5.9 tel 8.8 9.3 4.2 5:3 
I eT Aes Dorn ео 1 736.1 Doi 5.0 5.9 1.4 6.3-7.3 6.9 6.6 3.6 
1978 Shy pee teste ites ota: bs 1 902.6 5.4 3.0 4.5 4.1 6.8 4.9 4.5 
а, ом ween he 1 935.4 2.8 79.5) 3.9-4.8 > 4.9 2.7 —4.6 
L980 2 "ЕР ess Meus cde Gag oe 1.4-1.8 —4.0 5.8 =96 3.0-4.2 —1.3 —9.4 
ОО пи ila) 5.0 1.0 
Romania 
AOTO IED ert. Е 400.0 10.5 10.5 15.0-26.6 eye) 10.2 11.4 ote Sd 
LOTR ro О В ee detec 431.7 11.3 9.0 1.9-13.6 _ 0.9 10.5 12.5 20.4 10.3 
1978 iets tke Meeks Е 464.3 11.0-11.5 7.4 6.9-16.1 3.4 10.6 9.6 8.3 10.7 
1D OS ао 499.3 8.8 6.2 5.1-5.6 5.5 3 8.0 8.3 3.0 
као бо р 516.4 8.8 22.5) 4.7-6.0 =5® 11.4 6.5 
ОН ие Е 7.0 aa 9.0¢ 8.1 
Soviet Union $ 
Gaia И dae rome Е 385.7 5.4 5.9 hs) 6.5 4.3 4.8 5-1 2.6 
О о. 405.6 4.1 4.5 в 4.0 5.6 Эй 6.5 3.3 
и ана 426.3 4.0 Syl 6.8 2.7 4.5 4.8 4.1 3.0 
ЛХ о юр а 438.3 4.3 25 5.8 —3.8 5.7 3.4 0.6 
а о и 455.0* 4.0 BIS 8.8 —2.0f 4.5 3.6 1.0 
198 lie eter tens ee с 3.4 ie 11.97 4.1 
Byelorussian SSR 
О. с 55 6.0 2.2 6.2 6.1 7.0 3.6 2.6 
ПА обе аби В 5.8 5.0 2.9 = 6.3 8.3 4.4 4.0 
аи, Ae 6.0 1S 4.8 6.8 6.1 7.8 6.2 3.0 
BE, oc ИВТ, 6.0 3.0 3.6 —5.8 6.2 6.9 5.0 —3.2 
И а 7.0 3.6 3.8 — 10.0 5.9 6.0 4.0 
19S lappy ek ti 3.9 19.17 4.1 
Ukrainian SSR 
Оо с аи Ви 69.8 4.5 6.0 7.9 10.8 4.1 4.1 6.9 4.8 
И о coat И 72.9 4.8 4.7 4.3 5-2 3.5 5.7 4.1 2] 
Е Seer  сое se (aa 4.3 4.5 4.0 0.7 4.7 4.5 3.2 — 0.4 
о о, 76.4 4.2 1.0 4.5 — 6.8 52 3.0 4.2 2) 
TSSOP ae tee! 2 EA Es Me 3.5 1.0 10.1 —50 4.0 2.2 3.0 
LOS Leer tata pen ь 4.6 16.57 3.5 
Eastern Europe 
ПЕ сер ere ee 7.0 5 7.4 7.4 
WP lo: cc он, кк 6.6 5.8 6.7 7.0 
А ча 6.1 4.3 6.7 Sal 
ee SS Ente и а 4.6 РЗ 6.0 4.4 
L980 eee ie им 4.2 1.1 5.2 2.5 
ISS bay eects a ar ee 3.6 3.9 
Soviet Union and Eastern Europe 
О ine see a 5.9 5.9 ae es 52 5.5 
UW Rees, ИЕ 4.8 4.8 5.9 6.0 
и caso, Ge cae 4.6 4.8 5.1 5.1 
OA irs часа 4.4 2.4 57 9:7) 
и о А 4.1 3.0 4.7 3.3 
НИ 89 a 4.0 
Sources : National statistics, plans and plan-fulfilment reports. а Dat fe hi i i 
а Sitework. See footnote a to table 3.4.7. НН а ты 160. es 
> At constant prices, © Distributed NMP. aie 


< Net output. For the German Democratic Republic includes food processing. 7 Calculated on the basis of 1980 level reported, 
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centage points below the implied target rate Гог 1980, 
Only Bulgaria reached the rate of growth laid down by 
the annual plan (5.7 per cent). The growth of NMP in 
the German Democratic Republic showed a slight accel- 
eration in 1980 (to a rate of 4.2 per cent as against 3.8 per 
cent in 1979). Czechoslovakia’s economic performance 
in 1980 was similar to the previous year (3.0 per cent 
growth of NMP). The other three east European countries 
experienced serious difficulties in organizing the planned 
operation of their national economies in the course of 
1980. Romanian economic performance continued to 
slow down. A decelerating trend has characterized this 
country’s development during the 1976-1980 five-year 
plan period, the net material product rising by 2.5 per 
cent or 8 percentage points less than in 1976. In Hungary, 
there was a decline of 0.8 per cent in terms of NMP in 
1980—more than 8 percentage points below the rate of 
growth recorded in 1977. Some slowdown in over-all 
expansion was planned but the economic climate was 
clearly less favourable than originally foreseen. Poland 
recorded a negative rate of growth for a second consecu- 
tive year. The decline in economic activity was more 
pronounced in 1980 (—4 per cent as against —2.3 per 
cent in 1979), and the outcome considerably below the 
growth upturn of 1.4-1.8 per cent which had been sched- 
uled for the year. This planned target rate, modest by 
historical standards, reflected policy to restore normal 
operating conditions in the economy. After the first half 
of the year, developments in industry, construction and 
foreign trade required some amendments of the targets; 
the plans for industry, construction and imports were 
revised downwards in July but a more ambitious target 
for exports was set. Disruptions in mining, the industrial 
and construction sectors, a heavy drop in agricultural 
output—in particular in crops—as well as difficulties in 
the supply of production inputs and consumer goods 
aggravated the economic situation in the second half of 
1980 to such an extent that the planned development 
policies could not have been implemented. They were 
replaced by a set of new policy measures largely of an 
emergency nature, designed mainly as a response to the 
immediate problems of economic management. 


In the Soviet Union the distributed national income, 
which is equal to resources distributed domestically for 
consumption and accumulation, rose by 3.8 per cent in 
1980—a noteworthy increase compared with the 2 per 
cent rate of growth attained in the preceding year. The 
target rate of 4 per cent was almost асШеуе4.113 


Developments in the Byelorussian SSR followed trends 
similar to those of the Soviet economy as a whole; the 
reported 3.6 per cent rate of growth was only 0.6 percent- 
age points higher than in 1979 and almost half the target 
for 1980. In the Ukrainian SSR the pattern of economic 
performance was different. There was no acceleration in 
the rise of NMP, and growth, at 1 per cent, was the same 
as in 1979 and considerably short of the 3.5 target rate. 
In both republics agricultural performance was poorer 
than for the Soviet Union as a whole. Moreover, in the 
Ukrainian SSR, the 2.2 per cent rise in industrial output 
was also below the Soviet all-Union average. The profile 


113 Changes in domestically distributed resources reflect the 
effects of changes in the country’s net foreign balance on growth in 
terms of NMP. The recovery in NMP produced was hence probably 
more modest than that shown above, trends in foreign trade during 
1980 indicating that growth in NMP produced may have been 
around 3.5 per cent. 


of over-all economic expansion in both republics was thus 
largely the same as in 1979, when it was held back by 
lagging agricultural performance and a slowdown in 
industry. 


In general, the region as a whole experienced a dynamic 
pace of growth since 1976 in accordance with changed 
external and internal conditions. In the course of 1980, 
economic performance in all countries of the region was 
primarily influenced by economic policies aimed at im- 
proving the conditions of economic activity—by activating 
the qualitative, intensive factors of production and by 
redressing internal and external imbalances in order to 
ensure recovery from sluggish growth in the preceding 
year. These policies were based on the development 
strategy adopted in most countries during 1978, when the 
growth-impeding effect of changing and deteriorating 
economic conditions did not permit a straightforward 
continuation of the strategic options incorporated into 
the current five-year plans. With a view to maintaining 
a stable pace of long-run economic expansion, at a time 
when largely unpropitious conditions were expected, 
policy options to support and implement balanced growth 
were adopted everywhere in the region. This required 
some consolidation of resources in conformity with new 
developmert priorities in order to restore economic equi- 
librium on a national level. It was accepted in virtually 
all countries that the new development strategy could not 
be implemented without reducing the pace of over-all 
expansion. Marked reductions in the target rates for 
NMP and industrial production growth for 1979 and 
1980 as compared with past years were features of the 
annual plans for these years. 


The continuing and long-term character of the policy 
reorientation described above is indicated by an examina- 
tion of the target rates of growth for NMP and industrial 
output set out in the draft guidelines for the 1981-1985 five- 
year plans of individual countries. Targets specifying 
rates of around 3 per cent in the growth of NMP were 
scheduled for 1981-1985 in Hungary and Czechoslovakia, 
as against the 5-5.5 per cent target rates adopted in the 
previous five-year plan. The proposed reduction in the 
corresponding rates in the Soviet Union is from 4.4 to 
3.4-3.8 per сет!“ and in Romania from 10-11 per cent 
to around 7 per cent. The guidelines for the 1981-1985 
plan in Bulgaria published in February 1981, show an 
average annual target rate of 4.6-5.4 per cent of growth 
NMP in 1981-1985, which means a substantial planned 
slowdown both from the 6.2 per cent achieved and the 
7.7 per cent targeted for 1976-1980 (see text tables on 
following page for the changes in NMP and on page 119 
for changes in industrial output). 


As mentioned earlier, economic performance in 1979 
showed that imbalances in the economic structures in 
most countries of the region were of such a size and degree 
that the countries’ capacity to adapt new policy orienta- 
tions to actual conditions was rather limited and left little 
room for manceuvre. The pace of over-all expansion was 
vulnerable to small unexpected adverse changes in econ- 
omic conditions at home or abroad, which could bring 
about falls in the growth rate to levels below what had 
been considered optimal in relation to underlying growth 


114 Distributed NMP; guideline target as adopted in “Guidelines 
for the Economic and Social Development of the USSR for 1981- 
1985 and for the period ending in 1990”, by the XXVI Congress 
of the CPSU in March 1981. 
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Growth of net material product 
(Average annual percentage change) 


en 


Plan Plan* 

Country 1971-1975 1976-1980 1976-1980 1981-1985 
Вырана ое. 7.8 А 6.2 4.6-5.4 
Czechoslovakiai о ee 51 4.9 Bei 3.0-3.2 
German Democratic Republic. ........ 5.4 5.0 4.1 и. 
Норрагу зач ое они ЗИ 6.2 5.4-5.7 32 2.7-3.1 
Poland cv sSisyncoss oa sie oe А th pee ee 9.8 7.0-7.3 1.6 нЕ 
Вотан, ое o Jal ee eat ak aie sl ОЕ 1.3 10.0-11.0 7.1 6.7-7.4 
SovietiUniony оз аа. ee, ores 5.7 4.7 4.4 3.4-3.7 
ПЕ 5 pg & oo ооо 6 > A 8.3 6.0 5.0 
Ukrainian’ ЗОВ ee ele А. 4.6 4.9 3.4 
Eastern в игорео sad Cerner tc mane: 7.8 6.6 357, 
Soviet Union and Eastern Europe. ...... 6.2 33 4.2 


Source: As for table 3.1.1. 


а Tabular and textual references to “Plan 1981-1985” throughout this report relate to Guideline Targets. 


potential and its activation under normal conditions. . three countries is analysed by referring to a longer period 


The rates of growth achieved in 1979 showed that these 
adverse changes in fact occurred, and affected all countries 
in the region but Bulgaria and, to some extent, the German 
Democratic Republic. The deterioration in economic 
conditions was, however, considered as exceptional and 
of a short-term character. Therefore, the plans for 1980 
and economic policies in general pursued accelerated 
expansion as a global objective, particularly in industry. 
There were some exceptions: Bulgaria reduced its target 
rate for NMP and the German Democratic Republic 
slightly that for industrial output. And in some countries 
the fulfilment of planned targets was made conditional 
on “normal” conditions for economic activity, which most 
probably referred, above all, to weather-related factors. 
Modernization in managerial structures and the intro- 
duction of new measures and instruments into the econ- 
omic mechanism, in particular in the field of prices, wage 
and incentive systems, investment, credit and foreign 
trade, were designed to raise the efficiency of management 
and to strengthen the role of economic criteria in enter- 
prise operations. 


As seen earlier, economic trends in 1980 were not 
uniform in the countries of the region. In the Soviet 
Union, Bulgaria and the German Democratic Republic 
development policies were largely successful, NMP rising 
by rates higher than in 1979 in the first two countries 
and by a rate equal to the plan target in Bulgaria (i.e. by 


5.7 per cent, the highest growth rate reported in the 
region). 


However, industrial expansion slowed down in Bulgaria, 
and that country and the Soviet Union reported a decline 
in agricultural production in 1980. In both countries 
construction activity expanded at a modest rate of 1-1.3 
per cent. The German Democratic Republic recorded a 
positive rate of growth in agriculture and substantially 
stepped up output in construction. The plan target for 
industry was attained; the rise in NMP, though—at 
4.2 per cent—short of the target rate by 0.6 percentage 
points, was the second highest rate in the region in 1980. 
In fact, if the economic performance in 1980 in these 


of time, it might be noted that the process of adaptation 
to the new economic conditions which prevailed in general 
after 1973 has proceeded much more smoothly than in 
the other countries of the region. The pace of over-all 
economic expansion has indeed slackened and the rate 
of growth of NMP in 1976-1980 was 1.0 to 1.6 percentage 
points lower than during 1971-1975, but in other countries 
the slowdown generally exceeded, in some cases by a large 
margin, the 2 percentage point drop which is the implied 
shortfall compared with 1971-1975 for the region as a 
whole. Even annual fluctuations in the growth of NMP 
during the reference period were rather smooth (see 
chart 3.1.1). The important conclusion that can be drawn 
is that in these three countries the adaptation process did 
not call for a significant, almost qualitative change in tke 


scale of development priorities, as has been the case in 
the others. 


Clearly the ability of the Soviet Union to readapt its 
over-all growth pattern has been greatly assisted by the 
availability of domestic fuels in quantities well beyond its 
own immediate needs. The Soviet Union is—partly for 
this reason—less susceptible to external economic disturb- 
ances than the other eastern countries, and the volume 
of its total trade is also small compared with NMP. But 
development has been accompanied by comprehensive 
programmes of innovation in managerial structures, par- 
ticularly in industry and agriculture, in all three countries 
—notably in Bulgaria and in the German Democratic 
Republic. The formation of scientific-production associa- 
tions and territorial production complexes in the Soviet 
Union, of new industrial combines in the German Demo- 
cratic Republic and the restructuring of the managerial 
echelons in Bulgarian industry to promote large-scale, 
concentrated and specialized production capacities, was 
either terminated or at an advanced stage by the end of 
the 1976-1980 period. The formation of agro-industrial 
combines and complexes, and of new managerial forms 
for agro-industrial co-operation, provided the institutional 
basis for furthering the process of intensive industrializa- 
tion of agriculture and the creation of national food- 
producing complexes. 
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Changes in net material product and factor inputs 
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CHART 3.1.1 (continued) CuHarT 3.1.2 (continued) 
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Source: National statistics. 


In the four other east European countries, the de- 
celerating trend was not halted in 1980. The rates of 
growth for NMP and industrial production were the 
lowest of any year during the 1976-1980 period. The 
extent of the slowdown was the most modest in Czecho- 
slovakia, where the rate of growth of NMP (3 per cent) 
was only slightly lower than in 1979. But industry, and 
in particular construction activities, recorded a more 
pronounced deceleration. An excellent agricultural year, 
especially in crop production, contributed a great deal to 
the improvement of internal and external balances. 
Imports of grain, which amounted roughly to 2 million 
tons in 1979, may have been substantially reduced. 


For foreign trade in general, Czechoslovakia’s policy 
objective was to achieve import/export equilibrium to the 
extent possible. In fact, the deficit on total trade was 
considerably reduced (it amounted to $200 million for 
the first nine months of 1980), and in trade with indus- 
trialized market economies a surplus might have been 
recorded. Thus, the main policy issue has been how, 
within these limits, to step up economic efficiency, and 
in particular to raise labour productivity and accelerate 
technical innovation. It was intended to adapt production 
structures, above all in industry, and in particular in 
engineering, to changing conditions especially with 
regard to labour and material inputs and also in relation 
to trends in demand at home and abroad. Target develop- 
ment programmes at the beginning of the 1976-1980 
period were focused on the modernization and restruc- 
turing of engineering and the development of some 
branches of electronics. Strong emphasis was placed on 
developing engineering capacities to boost exports. More 


URSS 
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СНАвт 3.1.2 (concluded) 


Hi 
1974 — 1975 1976 1977 1978 1979 1380 


1970 1971 1972 — 1973 


NMP/gross product ratio. 

NMP/employment ratio, material sphere. 
-—.__.__..._ Fixed assets/employment ratio, total economy. 
_.—_—.——.... Fixed assets/employment ratio, material sphere. 
—.—.—.—.— Total fixed assets/NMP ratio. 


ha aero Fixed assets, material sphere/NMP ratio. 


recently, high priority has been given to the production 
of nuclear equipment, a highly capital-intensive branch 
of engineering. After three years (1976-1978) of stable 
advance of NMP (by roughly 4 per cent annually) and a 
relatively intensive expansion of investment activity (with 
growth rates of over 4 per cent), domestic resources did 
not permit the continuation of such an intensive period 
of expansion without adverse effects on domestic and 
external balances. The policy option adopted was to 
reduce the rise of investment to 1.8 per cent in 1979 and 
1.4 per cent in 1980. The rate of over-all expansion was 
brought down to 3 per cent. A similar strategy has 
apparently been adopted for the 1981-1985 period, which 
indicates that the adjustments made in 1979 and 1980 
might be the beginning of a new trend of a long-run 
nature. 


Contrary to the intensive adaptation of managerial 
structures during the 1976-1980 period of the kind 
described earlier for other countries of the region, 
Czechoslovakia began introducing new planning and 
financial mechanisms in a number of large enterprises in 
1978. The new mechanisms were introduced on a national 
scale from the beginning of 1981.15 


Romania recorded the highest rate of growth in the 
region during the 1976-1980 period—both for NMP 
and also for industry. In 1980 the deceleration was very 
steep; there was a 2.5 per cent increase in NMP as against 
6.2 per cent in 1979, 10.5 per cent in 1976 and an average 


115 See “Set of Measures to Improve the System of Planned 
National Economic Management”, Rudé Prdvo, March 1980. 
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annual rate of 11.3 per cent growth in the period 1971- 
1975. Similar movements took place in industrial pro- 
duction. Nevertheless, the 6.5 per cent rate of industrial 
growth attained in 1980 was, once more, the highest in 
the region. In construction, a radical decrease in the 
growth rate from 10.7 per cent in 1978 to 3 per cent in 
1979 was largely a result of slower growth in investment 
spending, and of shifts in investment structure towards 
modernization. As the rise in investment in 1980 was 
even slower than in the previous year, construction 
activity might have expanded by some 3-4 per cent. 
The decline in agricultural production was considerable 
(—5 per cent), but agricultural performance was оп the 
whole satisfactory during 1976-1980, when its volume 
increased by 26-27 per cent above the average for the 
preceding quinquennium. 


During 1980, the foreign trade balance deteriorated as 
imports rose by a higher rate than exports. The deficits 
on total trade and in trade with the industrialized market 
economies widened. But the main constraint on con- 
tinued intensive development and industrial moderniz- 
ation was the relatively slow growth of domestic supplies, 
and in particular of home-produced raw materials and 
modern machinery. Thus dependence on imported raw 
materials rose, especially in the iron and steel and petro- 
chemical industries. The situation in oil production was 
the most difficult because domestic production fell from 
14.7 million tons in 1976 to 11.5 million tons in 1980, 
leading to a rise in imports from 8.5 million tons in 1976 
up to 14.3 million tons in 1979. 


In the investment sector a growth rate of only 4 per 
cent was reported in 1979 and an even slower rate of 
3 per cent for the year under review. This followed 
three years (1976-1978) of intensive expansion, with a 
peak rate of almost 16 per cent increase in 1978. Structural 
policies have been linked, above all, with an intensive 
reorientation towards modernization and higher invest- 
ment allocation to the raw materials-producing branches 
—including agriculture. Targets for 1981 and also for 
the 1981-1985 five-year plan stipulate a rate of 7 per cent 
growth of NMP, which means that the slowdown in 
economic expansion which started at the beginning of 
the 1976-1980 period is expected to be reversed. 


Romania has implemented a new system of enterprise 
self-management and self-financing, but its introduction 
has apparently proceeded slowly." On 1 January 1981 а 
new economic and financial framework came into force. 
The regulation of producer prices has also undergone 
some substantial changes. 


In Hungary the 1980 plan target for NMP and industrial 
production was clearly designed to resist the declining 
trend apparent since 1977. Instead, a further economic 
slowdown took place. The decline of 0.8 per cent in the 
absolute level of NMP in 1980 was 2.6 percentage points 
below the already low, but positive, growth rate recorded 
for the preceding year. The adaptation of industrial 
production to new conditions clearly had little immediate 
success, since output also fell 1.7 per cent below the 
absolute level achieved in 1979. Construction activity 
probably also declined as anticipated in the annual plan. 
Agricultural production performed well, both in crops 
and animal output, but was not high enough to make 


ie? Speech by the Secretary General of the Romanian Com- 
munist Party addressed to the Plenary Session of the RCP Central 
Committee. Scinteia, 16 October 1980. 


good poor performance in other sectors. (In 1979 its 
share of NMP was 15.1 per cent, as against 59.5 per cent 
for industry and construction together.) Trends in 
Hungary’s economy have apparently been largely affected 
by the development strategy adopted in 1978. The 
Hungarian economy has always been highly dependent 
on foreign trade. In the past, import surpluses helped to 
maintain high rates of over-all expansion at home, and 
such surpluses were not difficult to finance as the amount 
of foreign debt was very modest compared with the 
situation at present. The changed economic conditions 
after 1973 were not followed by changes in development 
strategy. It was believed that some quantitative readjust- 
ment together with a slightly more moderate rate of 
growth would enable the development strategy adopted 
after 1968 to be continued. Developments in the first 
two years of the 1976-1980 plan period, and in particular 
during 1977, provided enough evidence that economic 
expansion could not be maintained on the basis of only 
slight modifications of the old policies. The deficit in 
trade with western countries increased sharply and so did 
the amount of foreign debt in the period 1975-1978. 


The problem of redressing trade and payments balances 
became the central issue of economic policy, as became 
clear with the adoption of a new development strategy 
in 1978. Domestically distributed resources were reduced 
by 6 per cent in 1979. A further decline was stipulated 
for 1980 and was even exceeded. In domestic policies, 
priority was given to maintaining the level of living 
standards achieved by 1978. This implied first a relative, 
and later also an absolute, reduction in the resources 
allocated for investment; a decline of about 7 per cent 
in gross fixed capital formation was reported in 1980. 
Consequently, domestic supplies were substantially 
reduced and output in almost all the main branches of 
industry declined (see table 3.3.3). Real income per capita 
and real wages per employee remained virtually at the 
1978 level for a second consecutive year. There are no 
prospects for а rapid change in this situation."2” 


The policy of redressing external imbalances has been 
ranked among the guiding principles of the sixth five- 
year plan for the years 1981-1985 and it will require at 
least this period of time for the country to attain external 
equilibrium. In November 1980, the Central Committee 
of the Hungarian Socialist Working Party adopted as 
one of the guiding principles of the sixth five-year plan 
that “the larger proportion of the national income’s 
growth will serve to improve the external equilibrium 
situation, and only the smaller part of it can be turned to 
material gross consumption, accumulation and con- 
sumption”.“& Jn quantitative terms, this means that 
NMP is planned to rise by 14-17 per cent (annually 3.5- 
3.7 per cent) and national income distributed by 3-5 per 
cent (0.6-1.0 per cent annually). 


During 1976-1980, the economic mechanism has been 
re-examined every year with a view to stimulating the 


. as “The sixth five-year plan has been drafted with a dual purpose 
in mind. On the one hand, we are aware that in the present period, 
which is marked by a major transformation, there can be no precise 
definition of all tasks because we are going in a direction that has 
not been followed before. On the other hand, it should be realized 
that this transformation will last for one, or perhaps two five-year 
plans”. From the interview of the Deputy Premier and Chairman 
of the National Planning Office, broadcast by Budapest home ser- 
vice, 29 November 1980. Népszabadsdg, November 1980, 
118 Népszabadsdg, 15 November 1980. | 
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fulfilment of development objectives. New economic 
regulators have related most often to price formation, 
the wage system, investment and credit policies and also 
to the management of foreign trade and payments. From 
January 1980, the price system underwent a considerable 
teform, based on the principle of adjusting domestic 
prices to those on the world market.” 


In Poland, the pace of over-all economic expansion 
started to slacken as early as 1975, when a peak 10.5 per 
cent NMP growth rate was recorded. The slowdown was 
very steep and continuous up to 1978 (when NMP grew 
by 3 per cent). In the last two years, NMP declined by 
2.3 and 4 per cent respectively. Whereas in 1979 output 
fell in agriculture and construction but rose by 2.7 per 
cent in industry, in 1980 the decline in the first two sectors 
was more pronounced (negative rates of around 9.5 per 
cent) and there was also a fall (—1.3 per cent) in the 
absolute level of industrial production. 


These trends reflected the combined effects of several 
factors. A long-term element was the intensive and rapid 
programme to industrialize and modernize productive 
capacities launched at the beginning of the 1970s. This 
programme was based largely on massive imports of 
plant and technology, to a great extent from the west. 
The sectors of highest priority were steel, petro-chemicals, 
motor car production and ship-building, most of them 
highly capital-intensive and import-dependent.!2° In the 
wake of the energy crisis, these sectors proved to be the 
least resistant to world economic recession. In the event, 
possibilities of paying for imported capital goods from 
exports in changing world market conditions were 
reduced, and for some sectors they were virtually non- 
existent. The whole industrialization strategy became 
economically unviable and to proceed further along the 
same path could only increase external imbalances, 
foreign trade deficits and indebtedness. 


Nevertheless, the same policy was followed for a few 
more years. This brought a deficit in total trade exceeding 
$2 billion yearly (with a peak amount of $2.8 billion in 
1976). The amount of foreign debt rose rapidly. The 
year 1978 was the first in which a further deterioration 
in the trade deficit was checked; it was reduced to less 
than $1.9 billion, of which $1.3 billion in trade with the 
western industrialized economies. This trend was followed 
in 1979 and in 1980. In the latter year, the deficit with 
western countries was reduced to about $700 million. 
But the deficit on total flows was stepped up to more 
than $1.8 billion, trade with other CMEA countries 
turning from a surplus in 1979 to a deficit of about 
3 billion exchange zlotys. 


The pace of increases in domestically available supplies 
for consumption and accumulation (NMP distributed) 
started to slow down relatively more rapidly than that of 
NMP produced as early as 1977. In the following year 
they rose by only 0.7 per cent. In 1979 and 1980, they 
declined by 3.4 and 4 per cent respectively. In the allo- 
cation of resources, priority has been given to social 
policy objectives, which brought about an increase in 


119 See В. Csikos-Nagy, “New Price System in Hungary”, Acta 
Oeconomica, vol. 23, No. 3-4, 1979, pp. 235-245. 

120 Tn 1972 a long-term (15 year) programme for the development 
of the national food complex was also adopted, but modernization 
of agriculture, which in Poland is predominantly based on small- 
scale family farming, lagged behind and did not succeed in raising 
agricultural production to up-to-date standards. 


the share of total consumption from about 66 per cent of 
total resources in 1976 to almost 78 per cent in 1980. 
Accumulation, and in particular net fixed capital for- 
mation, recorded a declining growth rate of —18 to 
—19 per cent. Thus, gross investment, which in 1978 
expanded at a modest 1.6 per cent, was considerably 
reduced in 1979 (—7 per cent) and even more in 1980 
(— 10.5 per cent). Several revisions of investment pro- 
jects were undertaken in order to speed up the completion 
of priority projects. The share of fixed assets brought 
into operation rose from 72.2 per cent in 1976 to 90.2 per 
cent in 1979, with a shift to increased completion of 
investment projects in the non-material БгапсВез.121 


Income and retail trade policies and inadequate supplies 
of consumer goods to home markets, particularly of meat, 
did not allow the tight supply situation to be redressed ° 
or the market to be brought into equilibrium. In recent 
years, the imbalances between consumers’ demand and 
supplies deteriorated because the increase in money in- 
comes exceeded the rise in supplies to the domestic market. 
Attempts to improve the situation gave only partial results 
and imbalances as a rule reappeared. In the second half 
of 1980, following the measures undertaken to solve 
urgent issues in social relations, the money income of the 
population rose by 10 per cent. On the other hand, in 
December it'was estimated that supplies, which fell be- 
tween August and November, might return to the 
December 1979 level. In other words, no growth took 
place. Prospects to reduce this imbalance in the course of 
1981 do not look realistic. Analysis in the draft plan for 
that year refers to an increase of 2.5 per cent in supplies 
of all goods taken together. But money income during 
the year will rise by 17 per cent because of increases in 
wages and social benefits, while farmers’ incomes will be 
augmented by rises in procurement prices.!22 


Although economic conditions had begun to change 
qualitatively as early as 1974, global development strategy 
in Poland was not modified and adapted to the new 
situation. Some provisions of the 1976-1980 five-year 
plans were considered temporary, and it was stressed that 
with the improvement of economic conditions the devel- 
opment policies which were a feature of the early 1970s 
would be resumed. In 1978 a first more comprehensive 
adaptation was tried and the policy of so-called economic 
manoeuvre was adopted. It was considered that two or 
three years would be enough to remove the main econ- 
omic imbalances. The plan targets for 1979 were aligned 
with actual rates in 1978—the year when agricultural pro- 
duction reached its highest level of the decade. External 
market conditions have not improved, targets could not 
be fulfilled and the over-all economic situation of Poland 
again deteriorated. It is, in this connexion, noteworthy 
that the system of economic management and the regu- 
latory mechanisms have remained unchanged. Two 
attempts, in 1972 and 1976, to introduce a new financial 
mechanism on an experimental basis in large economic 
organizations were abandoned after one or two years. 


121 [It has been reported that by the end of 1980 the value of 
unfinished projects amounted to 1,500 billion zlotys, of which im- 
ported machinery awaiting installation alone equalled a value of 
over $530 million. These figures show the size and intensity of dis- 
proportions in the investment sector. 

122 Trybuna Ludu, 23 December 1980. Another reference points 
out that the market will be short of goods to a value of over 30 bil- 
lion zlotys, since the draft plan proposes an increase of consumer 
goods and services of 251.5 billion zlotys and a projected growth 
in demand of 284 billion zlotys. Trybuna Ludu, 9 January 1981. 
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And not least important, the planned economy has not 
been adapted to take account of the existence of small- 
scale private farming which dominates Polish agriculture. 
Work on economic reform ultimately started in September 
1980.123 


(ii) Investment trends and policies 


In 1980, the volume of resources allocated for invest- 
ment (i.e. investment outlays in terms of constant prices) 
underwent considerable changes, not only in the size but 
also in the direction of expansion in most countries of 
the region. There were differences by comparison with 
1979 and also with the planned path. Brisk changes in 
the volume of investment were envisaged by the annual 
plans for the year under review, reflecting the new orien- 
tation in investment policies; the highest priorities were 
assigned to redressing external imbalances and to increas- 
ing, or at least maintaining, consumption at current levels. 
In fact, these policies were not carried through and they 
were notably at variance with actual trends. Three 
countries—Czechoslovakia, Romania and the Soviet 
Union—planned a modest acceleration in investment out- 
lays as compared with 1979. The planned rise was 
achieved in the Soviet Union, but fell short in the other 
countries. Bulgaria, after a year of declining volume, 
envisaged a percentage rise of 15 per cent, but the actual 
rate of increase in investment amounted to about 12.7 per 
cent. In the German Democratic Republic, the decelerat- 
ing tendency which started after 1976 was planned to 
continue, and a zero target rate of growth was stipulated 
for 1980. Actual investment spending rose by more than 
9 per cent. Hungary and Poland followed the policy of 
reducing investment expenditures, but the cutback was 
larger than planned in both of them (for detailed analysis 
see section 4, investment). 


Investment performance in 1980 has not been excep- 
tional by comparison with developments in other years 
of the 1976-1980 period. The divergence of annual rates 
between the countries of the region was of such size and 
the rates so varied that it is almost impossible to identify 
underlying trends. 


The data in the text table refer to changes in 1978-1980 
as compared with 1975, and the levels of capital expen- 


ЧЕ The Commission for Economic Reform has repared the first 
draft, which was published as a special issue of Trybuna Ludu in 
January 1981. 


diture for 1980 scheduled by the 1976-1980 five-year plans. 
While inter-country differences in the volume of invest- 
ment growth during 1971-1975 had been wide, the spread 
was considerably reduced by 1978. 


In most countries, the pace of investment expansion, in 
terms of the levels attained at the end of the two five-year 
periods, slackened considerably during the course of 
1976-1980 as compared with 1971-1975. The only excep- 
tion was in the German Democratic Republic, where the 
pace accelerated in the later period and exceeded the 
increase envisaged by the five-year plan. The most dra- 
matic change was in Poland, where the volume of invest- 
ment by 1975 had risen 2.3 times as compared with 1970, 
but declined by around 10 per cent in 1980 as compared 
with 1975. However, it was not until 1979 that the annual 
volume fell back to 1975 levels. Thus, in Poland, invest- 
ment outlays rose from a total 2,220 billion zlotys in the 
period 1971-1975 to 3,115 billion zlotys in the subsequent 
five-year period, an increase of 40 per cent or roughly 
7 per cent at an average annual rate. It remains the 
country with one of the highest investment ratios (only 
exceeded by Romania where the investment ratio averaged 
40.7 per cent over 1976-1980 compared with 37.3 in 
Poland). 


They key issue of investment policy has been how to 
raise its efficiency. The movement of ICORs, as in the 
previous years, again confirms that the expected improve- 
ments did not take place. On an annual basis, some im- 
provements did occur in 1980 in relation to 1979 in the 
German Democratic Republic, Poland and the Soviet 
Union. But the changes were not of a size which could 
compensate for increasing ICORs in previous years, and 
the level of ICORs over 1976-1980 considerably exceeded 
that implied by the corresponding five-year plans in every 
country but the Soviet Union (see text table below). 


The rise in NMP is thus becoming increasingly more 
costly in terms of investment resources. The ICORs 
implied by the targets contained in the proposals and 
draft guidelines for 1981-1985 indicate that this trend will 
continue in all countries of the region. Experience based 
on trends in 1980 confirms that stagnating or slowly 
increasing investment cannot generate steady over-all 
rates of expansion. Only three countries—Bulgaria, the 
German Democratic Republic and the Soviet Union— 
experienced accelerated investment expansion in 1980. 
(Two-digit rate of growth was attained in Bulgaria.) In 
the latter two countries, the percentage rise in NMP 


Changes in the volume of investment 
(Indices) 
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Incremental capital-output ratios 2 
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Poland 


Source: As for table 3.1.1. 
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gathered pace, and in Bulgaria a high rate of growth was 
achieved. All other countries experienced a slowdown or 
a decline in NMP growth. The biggest relative change 
took place in Romania, where a drop in investment ex- 
pansion from 11.7 per cent in 1977 and 15.7 per cent in 
1978 was associated with an uninterrupted and con- 
siderable slowdown in NMP in those and subsequent 
years. 


A large number of new investment starts which led to 
scattering of investment resources and to a rise in uncom- 
pleted projects, was combated with more success in 1980 
than in previous years. Many, not systematic, references 
indicate a considerable cutback in the number of non- 
priority projects. New starts were reduced or completely 
halted in most countries. Most countries improved the 
share of completed projects in investment, with Hungary 
and Czechoslovakia recording percentage shares slightly 
below 90 per cent. In Bulgaria, the German Democratic 
Republic, Poland and the Soviet Union, the value of fixed 
assets brought into operation in 1979 amounted to more 
than 90 per cent of the value of the year’s total invest- 
ment. No improvement up to 1979 occurred in Romania, 
where the corresponding percentage share dropped to 
76 per cent in that year. 


Changes in the structure of investment by major sectors 
of the national economy were rather modest except in 
Poland and Romania. Since 1976, the trend in Poland 
has been to increase the share of investment in the non- 
material sphere and agriculture, and to decrease allo- 
cations to the material sphere. Exactly the opposite 
tendencies in structural shifts could be noticed in Romania, 
where industrial investment has received the highest 
priority; expenditure in the non-material sphere and 
agriculture has been relatively reduced. To a much more 
modest degree, shifts in priorities similar to the Romanian 
pattern were common to Bulgaria, the German Demo- 
cratic Republic, the Soviet Union, Hungary and Cezcho- 
slovakia, where a slight tendency to step up the relative 
share of investment in the material sphere has ac- 
companied a largely stable share for agricultural invest- 
ment. Shifts in investments priorities are most noticeable 
in industrial branches and sub-branches. For instance, in 
most countries of the region, the energy and fuel complex 
has increased its share recently indicating that it now 
enjoys the highest priority in industrial investment. Re- 
cently, strong emphasis has also been laid on investment 
in export-oriented branches and enterprises. 


(iii) Developments in foreign trade and 
over-all economic growth 


In 1980 foreign trade policies in the countries of the 
region pursued largely the objectives adopted in previous 
years and particularly in 1979. It has been generally 
recognized that over-all economic, in particular external, 
expansion cannot be sustained without increasing indus- 
try’s participation in foreign trade. As a consequence of 
the increased stress placed on trade promotion in the 
past, accompanied by unbalanced development of 
imports and exports, trade deficits in all the countries 
rose rapidly, followed by increasing foreign indebtedness. 
This main objective was modified thereafter by policies 
aimed at redressing trade imbalances. 


In most countries, the new orientation was adopted in 
the course of 1978. Economic conditions for its imple- 
mentation were not, however, propitious. Strains 
intensified—to a great extent because of price trends and 
a consequent deterioration in the terms of trade of all 
countries but the Soviet Union. In fact, trade flows in 
value terms were heavily inflated. Real flows of goods 
and services expanded at much more modest rates, and 
in some cases not at all. In such countries, the process 
of reducing trade imbalances proceeded relatively quickly, 
implying a rise in the volume of exported goods. 


The impact of such developments in trade on the 
internal balance of supply and demand was not always 
beneficial due to a relative and, in some cases, even an 
absolute reduction of some imports and an increased 
outflow of home-produced goods. Today it is acknowl- 
edged almost everywhere that the new trade policies are 
not merely of a short-term character. The restoration of 
economic equilibrium will require not only more time, 
but also some sacrifice with respect to over-all economic 
growth. 


Total trade turnover in value terms expanded in 1979 
at an estimated aggregate rate of 12 per cent. In most 
countries the rate of trade expansion was by and large 
close to that rate (see text table). Exports rose by more 
than 16 per cent and imports by approximately 11 per 
cent. The deficit in total trade of the region was eliminated 
but this reflected the high surplus recorded by the Soviet 
Union. In the east European countries taken together, 
the trend towards an increasing trade deficit was not 
curbed before 1980. Prospects for any significant improve- 
ment in economic conditions in general, and for trade in 
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Changes in trade turnover of east European countries and the Soviet Union 
(Annual percentage change : trade turnover in value terms) 
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Source : As for table 3.6.1. 


particular, were not propitious. However, countries did 
not react to such conditions in a uniform way and policies 
for 1980 were geared within the framework of general 
objectives of the various kinds discussed earlier. 


The 1980 target rates for exports and imports were 
released in only a few countries. As a rule exports weré 
planned to expand at higher rates than imports. In total 
turnover for the region as a whole, it is evident that policy 
orientations were directed towards a slowdown in trade. 
The implied target rate amounted to 7.5 per cent for 
turnover growth, as against a 12 per cent growth in 1979. 
Only the German Democratic Republic and Poland 
scheduled some slight rise in percentage terms. Trends 
in 1980 did not follow the planned path, and expansion 
rates were close to the 1979 actual rates, with few excep- 
tions. A considerable slowdown occurred in Hungary 
and Poland. While the trade deficit in Hungary was 
reduced (exports expanded by almost 5 per cent and 
imports declined by roughly 1 per cent during the first 
nine months of the year under review), in Poland the 
trends were the contrary. In 1980 exports decelerated 
from 12 per cent in 1979 to 3.4 per cent, while import 
growth expanded by a little more than 6 per cent. Trade 
turnover of the region as a whole expanded at an aggre- 
gate rate of 12.4 per cent. 


If growth in total trade is compared with over-all 
economic expansion in terms of NMP, it is clear that the 
expansion of the volume of trade turnover in 1980 
contributed less than in the past in most countries. This 
was the case in Bulgaria, the German Democratic 
Republic and the Soviet Union, and, though to a lesser 
extent, in Czechoslovakia. 


Whereas in value terms total trade turnover in the 
region as a whole rose by roughly 12 per cent in both 
1979 and 1980, developments in volume terms developed 
differently. In 1979, the volume of total trade rose by 
more than 4.5 per cent, while in the first nine months of 
1980 a price increase of more than 12 per cent limited the 
increment in the volume of trade turnover to about 2 per 
cent above the corresponding period of the preceding 


year. For the year as a whole, it probably remained at 
the same level as in 1979. 


The low rates of growth of volume trade turnover 
applied to flows with the main trade regions. In January- 
September 1980, the value of intra-CMEA trade expanded 
by 8.3 per cent—in comparison with the same period a 
year earlier. But in volume terms a slowdown was 


recorded and there was possibly no growth in 1980. In 
trade with the industrial market economies, eastern 
exports may have increased by 1.5 per cent while imports 
remained at previous year levels. Export prices rose 
29 per cent in 1980, and import prices by 15 per cent, 
which brought about a 10.4 per cent improvement in the 
region’s terms of trade with these countries. On the other 
hand, trade with developing countries during the same 
period expanded rapidly—by 8.5 per cent for exports and 
13.6 per cent for imports; price increases of 5.7 per cent 
for exports and 29.7 per cent for imports were recorded, 
the terms of trade for the region deteriorating by 18.5 per 
cent. It should be mentioned that trends in foreign trade 
prices were to a great extent influenced by the rise in oil 
prices, which adversely affected the east European 
countries but benefited the Soviet Union’s trade balances. 


Developments in exports and imports during 1980 were 
favourable to the improvement in trade balances in all 
east European countries except Poland. Moreover, 
Bulgaria recorded, for the second consecutive year, a 
surplus in total trade to the tune of almost $700 million 
on an annual basis—twice as big as in 1979. The other 
east European countries reduced their deficits. The most 
marked cutback was in Czechoslovakia, where a 
$200 million deficit was recorded, as against more than 
$1 billion in 1979. In Poland the deficit rose to 
$1,850 million, an increase of about $500 million. The 
regional structure of Poland’s 1980 deficit has radically 
changed: in trade with the west the deficit was reduced 
from 5.2 billion exchange zlotys to 2.7 billion exchange 
zlotys (approximately $700 million). But in trade with 
the CMEA countries the surplus of 1.1 billion zlotys in 
1979 was wiped out, and in 1980 a deficit of 3 billion 
exchange zlotys was recorded. For the east European 
countries taken together, the deficit was reduced from 
about $7 billion to $3 billion. In the Soviet Union, a 
trade surplus of around $5 billion was recorded—about 
$1.5 billion lower than the peak amount in 1979. 


Western trade statistics indicate that in trade with west 
European countries the Soviet Union recorded a surplus 
of more than $2.5 billion in 1980, an increase of roughly 
$2 billion by comparison with 1979. Czechoslovakia also 
recorded a surplus in this trade, amounting to some 
$200 million. In trade with west European countries, 
a surplus was recorded by the German Democratic 
Republic. On the whole, the eastern countries’ balances 
in trade with the west improved. This was so not only 
for the Soviet Union, which recorded a record surplus, 
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TABLE 3.1.2 
Changes in distributed net material product 
(Annual percentage change) 


о. 


Net capital formation 


eee aM ts Consumption а Nee ae РЕ: 
i period buted Total Personal Social Total formation stocks 
Bulgaria 
ISIGHRS 26. 0.7 6.4 6.5 6.1 — 11.0 — 14.2 = 
OTTERS. 22 5.9 6.7 4.2 —7.0 —3.8 137 
1978 лис 1.8 5:2 5.4 4.8 —7.9 5.0 — 38.4 
DSTO ere one 7.5 7.0 7.1 6.8 8.8 20.1 — 36.9 
Plan 1980. . as дв ыы . 
1980 eo ai 
Plan 1981. . 
Czechoslovakia 
Oe, а. Det 3.4 2.8 4.9 Mail 2.5 —2.4 
=: 1.6 3.6 2.8 6.1 —4.5 9.1 — 56.1 
ОЕ. 2.7 3.4 3.6 3.0 0.6 пы =. 
ISTO. 1.1 1.2 0.6 6.1 0.9 0.9 1.9 
Pian 1980. . aps ote 0.5* 4.4* 5 
вби 


German Dem. Rep. 
1976 See: 5.7 4.8 4.3 7.3 8.8 6.3 251 


Е 4.8 4.7 4.4 6.5 5.0 4.5 7.8 
19785 1.4 85 act 2.4 = (Hii) 2.6 —48.9 
19:79 ture are 1.4 3.4 4.1 0.7 —4.8 0.4 — 64.7 
Plan 1980. . 2 one : : 4 
980 а. 
Plan 1981. . 

Hungary b 
1976 1 — 1.2 р 1.6 Sal — ieee! = 80.3 
Оле 6.2 4.6 4.7 3.7 11.1 —01 50.3 
о =. 10:0 4.9 3.6 И 23.8 10.5 54.9 
Ее So 2.7 55 25-2 3.7 =i! 
Plan 1980. . —1.0 1.0-1.5* 1.0-1.5 a say Sh 5 ie 
1980 4 — 23 0.1 0.3 — — 10.4 
Plan 1981. . — (0.5-1.0) 1.5% 1.5 BC — 10.0 

Poland : 

(o7Gnee ВН 7.0 8.9 8.7 9.8 3.7 0.7 16.5 
ТОЛКУ . 27 6.8 6.6 7.8 3 4.3 — 40.0 
ЖА СЕ 0.7 1 War 1.0 5.4 551} = 10.2 
1970 fae Ни 3:4 £5)! 3.2 2.4 15.0 — 14.2 — 39.5 
Plan 1980. . 1.0-1.3 в) 3.0 — 14.0 

1980. ах <= 4.0 1.0 1.0 1.0 — 18.1 — 19.0 ie? 
Plan 1981. . ЗЕ о 5 ft Po ae a6 


* Soviet Union 


T9[6ine ee 5.0 4.2 i, ae 6.0 Nis Pe 
1977 nee ee 335 3.8 ie hig Pil ов т 
о coe 4.0 ВИ vA ae 4.1 

1979 vend и 2.0 4.6 a}, Be — 4,5 

Plan 1980. . 4.0 ae no ‘ts ts 

1980. ... 3.8 

Plan 1981. . 3.4 


_ д ььь»ь»ок—ь—о—д—дд—д—д‚‚‚‚ъъ 
Sources: As for table 3.1.1. 


а Data for personal consumption refer to consumption of the population, Data for total consumption refer only to the consumption 
of material goods by institutions meeting the collective needs of the community as a whole (i.e. excluding services). 


> Including changes in work in progress, 
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but also for the east European countries taken together, 
which slashed their deficit by $1.6 billion in 1980 (see 
text table). (However, according to east European and 
Soviet sources, the levels of the trade surpluses were 
smaller and those of deficits were higher.) 


Trade balances 
(Million US dollars) 


Trade with the industrialized 
market economies 


Total trade (eastern sources) (western sources) 


Eastern Europe Soviet Union Eastern Europe Soviet Union 


1976203 ee eee: 925 —3 498 = 3) 591 —3 456 
NOW обл ор о —6 237 4 239 —3 087 —1 790 
1978 ое 6557 1576 —4 350 —2 278 
1979 оке — 6 926 6 426 —3 618 478 
4 с зоб 6 —3 000 5 000 — 2029 2 516 


Source: As for tables 3.6.1 and 3.6.5. 
@ Nine months at an annual rate. 


In 1980, the financing of trade with western countries 
was considerably improved. The aggregate current 
account deficit of eastern Europe and the Soviet Union 
amounted to an estimated $4.2 billion, a drop of about 
$1.5 billion as compared with 1979 (see table 3.6.6). 
This was less than half the deficit of almost $10 billion 
estimated for 1975. The two major components of this 
deficit had opposite tendencies: the deficit in merchandise 
trade was reduced to a low $800 million (as compared 
with $3.1 and $6.6 billion in 1979 and 1978), whereas the 
deficit on services attained a record negative figure of 
$4.8 billion, reflecting the enlarged financial flows related 
to the servicing (payment of interest and repayment of 
capital) of east European and Soviet foreign debt. 


By the end of 1980 the loans outstanding amounted to 
an estimated $67 billion, an increase of $7 billion com- 
pared with the end of 1979. The increase in the amount 
of foreign debt from 1975 (when it amounted to 
$28 billion) is primarily the result of deficits accumulated 
in merchandise trade with western countries over the 
years. Policies to redress imbalances not only in trade 
but also in financial flows have thus become more de- 
manding in terms of resources. As stated in last year’s 
Survey, the increase in the region’s economic potential 
is not sufficient to allow the mobilization of all the 
resources necessary to redress external imbalances with- 
out incurring some slackening in over-all economic 
growth. This became apparent initially as early as 1979, 
and was clearly evident in most countries during 1980 as 
well. 


(iv) Trends in the allocation of resources for domestic use 


Developments in foreign trade affected the growth 
pattern of national income distributed, which was con- 
sistently at variance with changes in NMP (national 
income produced). In most east European countries the 
relative rise in domestically distributed resources during 
1974 and 1975 as a rule surpassed and in some cases 
considerably exceeded the percentage growth of NMP. 
This largely resulted from the more rapid expansion of 


imports in comparison with exports, trends which inevi- 
tably led to increasing trade deficits from one year to 
another. For most countries the turning point in trade 
policies occurred in 1976, when measures were introduced 
to reverse trade trends in order to redress external im- 
balances. In these countries, national income distributed 
grew at rates substantially below those of NMP (see 
table 3.1.2). After 1978 these tendencies became even 
more strongly marked. In 1979 the only exception to 
such developments was Bulgaria. The biggest break with 
past trends took place in Hungary: after two years of 
slower percentage rises in national income distributed, 
a 4.2 per cent rise in NMP was associated with a 10 per 
cent increase in domestically distributed resources in 
1978, which resulted in an enormous rise in the trade 
deficit of roughly $1 billion (it jumped from $700 million 
in 1977 to $1,700 million in 1978). However, trends in 
Hungarian foreign trade were reversed to such a degree 
that the deficit in 1979 was slashed back to its 1977 level. 
Consequently, NMP rose by a modest 1.8 per cent while 
the national income distributed declined by 5.5 per cent. 
In 1980 similar trends continued. Declining growth 
rates were recorded in imports in value terms (which 
were even more marked in volume terms), and the deficit 
was cut back again from $753 million in 1979 to 
$610 million in 1980. The effects on over-all expansion 
were severe; NMP declined by 0.8 per cent and national 
income distributed by as much as 2.4 per cent. The 
recovery planned for 1981 involves a further but more 
modest cutback in domestically distributed resources, 
envisaged at between —0.5 and —1.0 per cent. Similar 
trends took place in Poland, where after 1976, the 
percentage rise of both macro-economic aggregates fell 
rapidly, recording negative growth rates in 1979 and 1980. 
In the latter year a —4 per cent decline was reported for 
NMP and national income distributed. 


Data are not available for 1980 for the other east 
European countries. Developments up to 1979 followed 
a similar pattern of slower percentage rise in national 
income distributed. In 1980, NMP rose faster than the 
previous year only in Bulgaria, but this appears to be a 
short-term break in the dominant trend. All other 
countries probably experienced growth of domestically 
distributed resources at rates below those of NMP. The 
cumulative effect of these developments since 1975 shows 
that, among east European countries, the divergence 
between the respective growth rates was smallest in the 
German Democratic Republic (about 3 percentage 
points) and largest in Bulgaria (15 percentage points). 
Soviet economic performance resulted in a low, 4 per- 
centage point difference (see text table). 


Such relative movements indicate continued progress in 
these countries in eliminating global trade deficits. Re- 
sources allocated for domestic use, which in the past 
exceeded the value of NMP have been relatively reduced 
in recent years and have thereby come closer to the level 
of domestically produced output—a tendency apparent 
in all countries. However, though such developments 
make possible the restoration of global balances at home 
and abroad, they do not provide the material and financial 
resources for a steady pace of over-all expansion unless 
global efficiency and productivity are improved to such 
a degree that they offset the consequences of more restric- 
ted growth in domestic supplies. This condition has not 
been fulfilled in recent years, and this was also true for 
1980 in most countries. 
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_ In the Soviet Union, the relationship between changes 
in national income distributed and NMP was virtually 
constant. In terms of current prices the share of national 
income distributed has fluctuated within narrow limits 
around 98.5 per cent of NMP since 1970: 


National income 


NMP distributed Percentage 
(at current prices in billion roubles) share 
О ae alee ace. 19335 190.5 98.4 
975 ots car Folks 289.9 285.5 98.5 
О fo cre ee 426.3 420.6 98.7 
И ит. 438.3 430.9 98.3 
ПВА на 455.0* 450.0 98.9 


Source : Аз for table 3.1.1. 


During 1976-1980 policies for allocating resources to 
final domestic uses in all countries of the region were 
designed to give the highest priority to improving the 
material and social conditions of the population. This 
translated into an increase in the share of consumption 
in domestically available resources, reversing trends in the 
previous quinquennium, when priority was given to allo- 
cations for investment (social accumulation). This had 
been particularly the case in Bulgaria, Czechoslovakia, 
Hungary and Poland; only in the German Democratic 
Republic and the Soviet Union has the tendency to in- 
crease the relative share of consumption been a regular 
feature since the beginning of the 1970s (no data are 
available for Romania). In 1979 consumption attained 
its highest share since 1975 in all countries—some 74 per 
cent in Poiand and 80 per cent in the German Democratic 
Republic. In the other east European countries, con- 
sumption approximated 76 per cent of total allocations, 
while the Soviet Union reported 75 per cent (table 3.5.6). 
In the course of 1980, consumption’s share was stepped 
up to 78 per cent in Hungary and Poland, while in the 
Soviet Union, it remained unchanged at 75 per cent. 
Romania envisaged a share of 67 per cent in the 1976-1980 
plan and its actual allocation was apparently close to the 
2:1 ratio planned; in the guidelines for economic and 
social development during 1981-1985, a shift in favour of 
consumption to a 70:30 ratio is envisaged. The annual 


plan for 198i in Romania stipulates a 69 per cent share 
for consumption. 


However, since 1976 there has been a sustained fall in 
the rate at which consumption’s share has grown. This 
is a consequence of the slowdown in over-all economic 
expansion and particularly in the percentage rate of in- 
crease in domestically allocated resources. The lowest 
rates of growth of consumption over 1975-1979 were 
recorded in the last year of the period. The two excep- 
tions were Bulgaria and the Soviet Union, where the 
lowest rates were reported for 1978. In Poland and 
Hungary, declines in the absolute level of national income 
distributed in 1979 did not affect consumption according- 
ly; on the contrary, in Poland consumption rose by 2.5 per 
cent, and in Hungary, where the policy of maintaining at 
all costs the consumption levels achieved in 1979, was 
successfully achieved (a zero rate of growth was reported). 
In 1980, similar tendencies were noted in both countries. 


The text table below provides information on the 
cumulative outcomes of growth components for the 
period 1976-1979. In all countries consumption rose 
faster than national income distributed. The biggest 
percentage rise was recorded in Bulgaria (27 per cent over 
the four years under consideration) and in Poland (22 per 
cent). In Poland, the percentage rise in consumption by 
far exceeded that of NMP; the already large divergence 
between them in 1979 (ratio of 1.08:1) widened in 1980 
(ratio of 1.13:1). 


Structural shifts within consumption between personal 
and social expenditures were slightly in favour of the 
former. In all countries, the trend to raise the share of 
both personal and social consumption in distributed 
national income has in general persisted throughout the 
review period. The exception is Czechoslovakia, for 
personal consumption. However because of differences 
in coverage and definitions, intercountry comparisons can 
sometimes be misleading. 


Policies relating to consumption are closely linked with 
the policies to improve the consumer supply situation—in 
particular to reduce strains and imbalances by long-term 
strategies to equilibrate consumer supply and demand. 
In recent years increasing attention has been paid to con- 
sumer supply through measures to promote small-scale 


Relative rise of produced and distributed NMP, consumption and net capital formation in 1979 
CUndices, 1975 = 100) 
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and local industry and improve services, adopted in several 
countries in the course of 1979 and 1980. Programmes to 
promote territorial self-sufficiency in the supply of agri- 
cultural products, in particular vegetables, fruit and live- 
stock products, were adopted in Bulgaria as early 
as 1977, and in Romania by the end of 1980. Policies 
relating to wages, farmers’ incomes and social benefits 
and also consumer prices underwent many changes and 
revisions during the last four years in most countries (see 
section 5, consumers’ incomes and supplies). 


These developments in the formation and allocation of 
national income and the priorities granted to consump- 
tion considerably affected allocations to net capital for- 
mation. Trends contrary to developments in consumption 
characterized the 1976-1980 period: the share of net 
capital formation in general declined. Only Poland 
recorded a share above 30 per cent during 1976-1978 but 
this fell to roughly 22 per cent in 1980, and the prospect 
is for a reduction to less than 20 per cent in 1981. During 
this period similar tendencies became apparent in Hun- 
gary, with a 22 per cent share reported in 1980. A further 
planned cutback to 18.4 per cent is anticipated for 1981. 
In brief, these developments in net capital formation 
result from the slowdown in over-all economic expansion, 
and from shifts in global objectives in favour of foreign 
trade (reduction of external trade deficits) and living 
standards (increasing the share of consumption in national 
income). Such policy options left a smaller absolute level 
of resources available for net capital formation in most 
countries. In Poland, for instance, the amount fell in 
1979 to only 83 per cent of the 1975 level and to only 
65 per cent in 1980; similarly in Hungary, the figure fell 
to 91 per cent of the 1975 level in 1980. Only in the 
German Democratic Republic and the Soviet Union were 
allocations to net capital formation larger than in 1975 
(increases of 2.6 and 7 per cent respectively). In general, 
net capital formation is only one component of gross 
investment, the second one, amortization, has been 
increasing proportionately to the rise of fixed assets. 
Thus, the relative slowdown in gross fixed capital forma- 
tion was much smaller. 


(v) Policy objectives for 1981 


In east European countries and the Soviet Union the 
policy objectives for 1981 have been set primarily with 
reference to economic trends in 1980. It has been accepted 
in general that economic conditions, and particularly the 
world market situation, will not improve. Thus policy 
is directed to consolidating gains so far achieved, while 
the pace of over-all expansion is to be regulated and 
structured in accordance with the magnitude and com- 
plexity of problems arising from recent developments. 
The removal of structural imbalances, the activation of 
available production capacity and the encouragement of 
trends likely to result in stable and balanced economic 
growth have been the major options retained in formulat- 
ing production, structural and investment policies. The 
priorities given to redressing external balances and main- 
taining living standards have placed major constraints on 
resource allocation options. 


For the region as a whole, the implied target rate of 
3.5 per cent growth of NMP for 1981 indicates a slight 
acceleration as compared with the 3 per cent rise recorded 
in the previous year. But planned developments in the 
Soviet Union do not envisage any acceleration for 1981. 


The Soviet Union has set a 3.4 per cent target rate of 
growth in terms of national income distributed, which is 
0.4 percentage points below the 1980 actual rate. The 
NMP targets in the Ukrainian and Byelorussian SSRs 
provide for buoyant over-all expansion at rates of 4.6 and 
3.9 per cent respectively. 


For the east European countries taken together, a con- 
siderable acceleration in total output has been envisaged: 
the implied aggregate NMP target growth rate is 3.6 per 
cent. Attainment of the targets would reverse the marked 
slowdown in over-all economic expansion which occurred 
in most countries and which was reflected in the low 
1.1 per cent aggregate rate of growth recorded in that 
year. Policies with respect to the pace of growth differ 
between countries. Bulgaria has opted for a slowdown 
from 5.7 per cent growth in 1980 to a planned 5.1 per 
cent for 1981 and envisages a further, very slight relative 
decrease to 5 per cent in 1982: These objectives are 
within the NMP target range of 4.6-5.4 per cent 
growth. planned for 1981-1985. А slight slowdown of 
0.2 percentage points as compared with 1980 has also 
been stipulated in the 1980 plan for Czechoslovakia, 
which set a target rate of 2.8 per cent. This objective, as 
compared with the further planned NMP growth rate of 
3.0-3.2 per cent for 1981-1985 as a whole, indicates that 
the over-all expansion will accelerate after 1981. The 


‚ German Democratic Republic has envisaged a slight ac- 


celeration, setting a 1981 target of 5 per cent. This would, 
if achieved, continue the accelerating trend which started 
after 1978. A more notable acceleration has been laid 
down for Romania in 1981, the target rate of 7 per cent 
NMP growth indicates the intention to re-establish rates 
of expansion close to performance in 1976 and 1977. This 
high rate accords with the development strategy under- 
lying the new 1981-1985 five-year plan, which stipulates a 
rate of expansion of 6.7-7.4 annually. In Hungary the 
1981 plan schedules a recovery from the decline in the 
absolute level of NMP experienced in 1980. The NMP 
growth target has been set at 2-2.5 per cent—though this 
is considerably below the five-year plan target rate of 3.4 
to 3.7 per cent provided for the period 1981-1985. 


The Polish annual plan for 1981 has not yet appeared. 
In October 1980 the Polish Sejm adopted a new procedure 
for setting plan and budget guidelines. The discussion in 
the Sejm will begin at the same time as the preparation 
of guidelines, rather than after the government has pre- 
sented the draft plan. The Commission for the Economic 
Plan, Budget and Finance, has set up five inter-commis- 
sion teams—for investment, the food complex, foreign 
trade, social policy and the state budget. On 19 December 
1980, the draft plan and budget for 1981 were submitted 
to the Sejm, which adopted a central budget covering 
the first quarter of 1981 only; provisions for the rest of 
the year will be presented thereafter. 


It was reported that the draft plan stipulates a 1.5 per 
cent increase in NMP for 1981. The leading current 
policy priority in Poland has been to improve the supply 
situation. Nevertheless, the plan also stressed the social 
aspects of development policies, and under its provisions 
the share of consumption in the national income is plan- 
ned to increase from 78 per cent in 1980 to almost 83 per 
cent in 1981. Agriculture was accorded priority treatment, 
and new “Guidelines on Agriculture and Food Policy” 
were adopted in January 1981. In accordance with these 
guidelines, industrial capacity for producing agricultural 
inputs, and also food processing capacities, are to be 
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doubled during 1981-1985. Investment outlays on agri- 


culture are to amount to 30 per cent of total investment 
expenditures. 


Another major objective was directed towards the im- 
provement of external balances. Emphasis is placed on 
increasing exports. Recent falls in sales of coal, copper, 
silver, cement and also food and agricultural produce will 
have to be made good in order to fulfil this objective. 
For 1981, however, a target of 5 per cent for total export 
growth has been adopted. In trade with western countries, 
exports are planned to grow by 12 per cent. On the other 
hand, a 3 per cent cut in the level of imports has been 
planned. The biggest reduction is decreed for imports of 
industrial machinery and equipment (— 10 per cent), while 
imports of food and agricultural products are expected to 
increase by one-third.1*4 If export and import plans are 
achieved, the balance of payments deficit should fall to 
500 million exchange zlotys. It is planned to reduce the 
Polish deficit on east-west trade to 2 billion exchange 
zlotys (about $320 million). Exports of services and 
construction activity abroad is planned to show a surplus 
of about 1.5 billion zlotys. Finally, a three-year stabiliza- 
tion programme to restore economic equilibrium is under 
preparation. At the eighth Plenary Session of the Central 
Committee of the PUWP held in February this year, it 
was stated that developments in January do not indicate 
any improvement in economic performance. It was noted 
that the present situation can no longer be considered as 
the result of past developments only; it is also the result 
of recent practices. 


In general, it appears that in all countries of the region 
the economic conditions in 1981 are considered likely to 
be unfavourable to economic performance. The relatively 
reduced supply of domestically produced resources is to 
be allocated for final use so as to ensure that the global 
volume of investment outlays will be reduced in absolute 
terms in Hungary and Poland. It will entail slower growth 
in Bulgaria (from a 12.7 per cent increase in 1980 to 3.7 per 
cent); and the German Democratic Republic (from 9.4 per 
cent increase to 2.5 per cent); and maintenance of the 
1980 level in Czechoslovakia. Of all the east European 
countries, only Romania envisages a slight relative 
acceleration—from 3.1 per cent growth in 1980 to 4.4 per 
cent in 1981. 


After two years of rather sluggish investment expansion, 
the Soviet Union has provided for 5.3 per cent growth in 
1981. There is no systematic information on the planned 
structure of investment allocution by major sector and 


124 This will include, most probably, the purchase of some 400- 
500,000 tons of meat, costing roughly $1 billion. Domestic supplies 
are evaluated at 1.1 million tons for 1981. Reference was also made 
to the possible introduction of a programme for meat rationing. 


branch. As in the past, the main policy guideline is to 
step up investment for modernization and re-equip- 
ment as against investment in new projects, and to con- 
centrate investment resources on the completion of pri- 
ority projects already begun. Further work has been 
stopped on a number of projects already in progress. In 


some countries, such as Hungary, no large new starts are 
planned. 


There will thus be increasing strain on supplies of inputs 
for existing capacities. The tight labour supply situation 
does not show any sign of easing (see chart 3.1.2). Par- 
ticipation rates are already very high in all countries—in 
1979 they exceeded 50 per cent of the total population in 
the Soviet Union and the German Democratic Republic. 
Only Poland and Romania reported rates as low as 
46-47 per cent; in the other countries, they were between 
47-49 per cent. It has been reported that in Czechoslovakia 
only 260,000 women and young people still at school are 
not in employment out of a total of 8.7 million people 
of working age; the total increase in the labour force 
during 1976-1980 amounted to 253,000 people, but an 
increase of only 148,000 people is expected for 1981-1985. 
In the German Democratic Republic attention has been 
paid for several years to the reorganization of jobs in 
order to release labour for new work. In Hungary 
120,000 workers left the industrial labour force and around 
70,000 people left the construction industry during 1976- 
1980, and this trend is continuing. Some 76,000 jobs were 
eliminated in the first half of 1980 as part of a government 
plan to streamline industrial production. Whereas during 
1976-1980, the number of employed in the Soviet Union 
rose by around 2 million annually, during the coming 
five-year period new job entrants will amount only to 
about 4 million, or roughly 800,000 annually. According 
to reports, the Soviet economy was short of about 2 mil- 
lion workers by the end of 1980, which is however less 
than 2 per cent of total employment. But the shortages 
are more significant in new development projects in the 
region east of the Urals, and these areas will need between 
800,000 and 1 million extra workers annually. 


An increase in labour productivity is the only factor 
which can compensate for reduced labour inputs and 
maintain stable rates of economic expansion. Plans for 
1981 provide that labour productivity will contribute a 
large share to the creation of additional output, but only 
in a few countries is its share expected to rise. 


Strains in energy supplies were reported in several 
countries. Many references indicate that energy saving 
programmes have produced significant results in enter- 
prises and production sectors, but they are not large 
enough to alleviate existing imbalances. In 1980 the rise 
in energy production—particularly electricity generation 
—was rather high in Bulgaria, the German Democratic 


Changes in labour productivity 
(Annual percentage change) 


a 
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Source; As for table 3.1.1. 
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Republic and the Soviet Union. This factor appreciably 
influenced economic performance in these countries. 


Agricultural supplies in 1981 will deteriorate in most 
countries as a consequence of production trends in 1980. 
A decline in agricultural production was recorded in all 
countries except Czechoslovakia and the German Demo- 
cratic Republic. This was largely a result of poor crop 
production performance, but the drop in total production 
was moderated by better performance in the livestock 
sector. After a long period of growth, declining output 
has been reported in this sector in Poland, Romania and 
the Soviet Union. Reduced supplies from 1980 crops will 
require additional imports of grains. It has been estimated 
that for the 1980/81 economic year purchases of foreign 
grain may amount to 10 million tons in Poland and in 
the Soviet Union they will probably remain at the pre- 
vious year’s level. Czechoslovakia, which had record crop 
production in 1980, nevertheless plans zero growth in 
livestock production for 1981. 


Though there are exceptions, the contribution of im- 
ported material inputs to domestic supplies as a whole 
will remain rather limited. The steps taken to increase 
countries’ self-reliance in some sectors—notably agricul- 
ture and fuel—result largely from the payments imbalances 
caused by past imports of the corresponding prod- 


ucts. Most of the 1981 plans for increased foreign 
trade are given in terms of trade turnover, underlying 
which are high growth targets for exports and modest 
increases for imports. The targets for Poland’s trade have 
already been mentioned. For other countries, foreign 
trade targets for 1981 are available only in the case of 
Hungary and Romania. In Hungary, export expansion 
is planned at 7.5-8 per cent, an acceleration compared 
with the 4.9 per cent recorded in 1980. Estimates suggest 
that a 2 per cent increase in imports is probably envisaged. 
In Romania export expansion is set at a 21 per cent 
increase in 1981, and a zero growth target for imports 
follows the high rate of expansion—exceeding 20 per 
cent—registered in 1980. 


Annual plans for 1981 continue to stress the long-term 
nature of current policy orientations. This is particularly 
the case in two decisive areas of economic development— 
investment and foreign trade. It should be mentioned 
that the social component of economic development has 
gained in importance in all countries compared with 
previous years. It has influenced not only policies relating 
to incomes, consumer prices, market supplies, housing 
programmes, etc., but has also had repercussions on the 
plans for modifying the investment structure, and for 
bringing about a certain shift in industrial production in 
favour of industries producing consumer goods. 


2. AGRICULTURE 


(i) Growth of output 


In 1980 agricultural production rose in Czechoslovakia, 
the German Democratic Republic and Hungary, falling 
in all other countries below the levels registered in 1979. 
The last year of the 1976-1980 five-year plan period was 
difficult for agricultural performance in the east European 
countries. The main crops over large regions suffered 
serious damage from natural calamities and adverse cli- 
matic conditions. Spring came later than usual. Because 
of unseasonably cold weather, spring sowing and vegeta- 
tion of the crops were retarded by two to three weeks. 
Winter crops survived the winter well and promised a 
bumper harvest. Later on, mainly in the Soviet Union, 
rain and storms strongly affected winter crops in the 
northern regions and drought damaged them in the 
Ukrainian SSR. Heavy rains flooded millions of hectares 
of agricultural land in Poland, Czechoslovakia, the Ger- 
man Democratic Republic and Byelorussian SSR, which 
seriously affected potatoes, sugar-beet and maize. Because 
of the cold spring and the rather hot and dry months of 
July and August in Bulgaria, Hungary and Romania, the 
harvests of maize, sugar-beet and sunflower were especially 
badly affected. 


In Czechoslovakia, gross agricultural production in- 
creased by 6 per cent and recovered fully from the decline 
recorded in the preceding year. Similar trends were 


recorded in Hungary: growth of 2.6 per cent compensated 
а 1.1. per cent decline in 1979. In the German Democratic 
Republic, growth at 0.2 per cent was positive for the 
fourth consecutive year, the increase amounting cumulat- 
ively to more than 11 per cent compared with 1976. The 
Soviet Union experienced negative growth of 2 per cent. 
Negative growth was also recorded in Bulgaria (— 4.9 per 
cent); in both Romania and the Ukrainian SSR (—5 per 
cent); and in Poland (—9.6 рег cent)—where output fell 
to below its 1972 level. In the Byelorussian SSR рго- 
duction fell by 10 per cent in 1980 (table 3.2.1), 


During 1976-1980 agriculture in the Soviet Union and 
most east European countries experienced two or three 
years of declining output growth rates out of the five 
(charts 3.2.1 and 3.2.3). But in spite of annual fluctuations 
in the production of basic crops, all countries recorded 
an increase in agricultural production over the period as 
a whole compared with 1971-1975; the most modest was 
recorded in Poland (see text table below). 


Romania registered an annual average growth of output 
in 1976-1980 of 4.8 per cent, but has not reached the 
ambitious five-year plan target. Bulgaria, Czechoslovakia, 
the German Democratic Republic and Hungary, where 
growth ranged between 1.3-2.9 per cent annually, all 
experienced a moderate but relatively smooth growth of 
agricultural output. 


TABLE 3.2.1 


Gross agricultural output 


Annual percentage change 


Percentage share of total output 


Country and period Total Crop Animal Crop Animal 
Bulgaria 
о. 4.1 27 2.0 57.5 42.5 
а 7 ee боль —4.6 —9.5 2.0 54.6 45.4 
NOUR ot ее sw 4.3 4.5 4.0 54.7 45.3 
NOUS ae бо ое 6.0 55 6.4 54.5 45.5 
Ио wea ce totes © Эт aa Ae в 4 
ОЗ ых ке —4.9 = O'S 0.6 51.9 48.1 
Ра ее 4.7 ate 
Czechoslovakia 
1076 tee See dak ear sis, — 2.4 — 6.3 0.7 42.9 Svet 
1977 ЕО о ас 9.1 15.6 4.2 45.4 54.6 
198 о с. eo 0.2 2.6 45.5 54.5 
1979) о весе —4.2 = 9.2 0.1 43.1 56.9 
Plan) 19809 зы. = ча оо Uk? 12.0 ah! 47.1 52.9 
О аи a ee 6.0 8.8 3.9 44.2 55.8 
РАО а бо ие 2.6 6.8 0.0 45.8 54.2 
German Democratic Republic 
о о ceed cy Cees —4.9 = 12.1 = 5; 34.8 65.2 
а мер вр 6.8 19.9 — 0.4 39.1 60.9 
о. м 1.4 0.0 2.5 38.8 61.2 
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TABLE 3.2.1 (continued) 


Annual percentage change Percentage share of total output 
Country and period Total Crop Animal Crop Animal 
German Democratic Republic 
ао: 2.0 4.0 1.0 39.6 60.4 
Plan: 19808 .e. . tour see 0.54 о ae os 55 
1 OSO Mee и до eater ts 0.2 4.1 3.0 SRLS 62.5 
Plan’ СД о fea. ый owe 0.8 3 ыы Не 
Hungary 
19763 а вм S224) — 4.7 — 0.4 51.9 48.1 
Е и А, 10.3 12.0 8.4 52.7 47.3 
о С ate cee als, 2.0 1.0 3.0 52.3 47.7 
ОО пе as oe eee = en: 1.2 51.1 48.9 
РаПе. 5.0-5.5 10.0-11.0 S013) 54.6 45.4 
L980 PARSE ео 2.6 —2.8 8.3 48.4 51.6 
Plans 98th км... «Fe 3.0 
Poland 
1976 Sate tse cP” is =1 1 5.0 Sei) 60.1 39.9 
LOTTA arose othe le ak 1.4 27/2 13.7 53.0 47.0 
LAER UC ene cate, И НЦ 4.1 5.4 2.6 54.3 45.7 
рее ри На lS) =) 51! 123 52.8 47.2 
Plans ом ees 5.8 a a ее a 
1980s: Fa ee Е 6 —9.6 iby? 6.5) 49.9 50.1 
Romania 
О Е Sects ee ок Ree dias) 22.0 2 59.0 41.0 
ЕЕ 1: ое hs — 0.9 —4.8 5.4 57.0 43.0 
И О О rome 3.4 0.9 6.4 55-7. 44.3 
И О ahaa Erm 5.5 6.0 4.7 56.0 44.0 
Е А о аа о ae 4.7-6.0 é 
LOSO MR et о —5.0 — 6.0 9.9 55.4 44.5 
Plangl98 1 оо ев 9.05 5 
Soviet Union 
197 6 .er ee rome OL ee mes Uae ts 6.5 18.8 = 28) 48.0 52.0 
ТО и ре ких ae 4.0 — 1.8 9.4 45.3 54.7 
с ра МИ 2.7 5.0 0.8 46.3 53.7 
о cad ot tee ea 3.0 (9: = 572 44.8 35.2 
Е vig. somata о 8.8 ie is ых ae 
ооо ees aes eae 2.05 =). —1.9 44.8 55.2 
Plan 1981 о а 11.9с ра oe т 
Byelorussian SSR 
LOT OSE. ge ee ar eter ene 6.2 12.4 1:2 46.7 53.3 
а Е ре —1.6 = es 41.7 58.3 
1978 cg Hake eet nei Е. 6.8 18.5 15 46.3 53.7 
ТОО ть rata me —5.8 —9.3 —2.8 44.6 55.4 
Plant 980s arate паке See sa 3.8 ae Ate 55 
LOSOMR Ponce tron о. — 10.0 
Planvl981 Oe css. ch ee 19.1¢ 
Ukrainian SSR 
19] Getta chs te te о tay oe 10.8 26.8 —1.9 50.8 49.2 
Е О ен ЗО 5.2 = 11583 11.9 47.7 52.3 
Lyf hel See es ое SAP See 0.7 1.9 —0.4 48.2 51.8 
о Ae eee ee — 6.8 — 10.3 555) 46.4 53.6 
Рапота 10.1 . 
Пе ва —50 
Р/ап 1981. и 16.56 


Sources : National statistics and CMEA yearbooks and plan fulfilment reports, 
а Net output including food processing industry. 
> Net output. 


© Calculated on the basis of 1980 level reported. 
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Снавт. 3.2.1 СнАвт. 3.2.2 
Agriculture: output and factor inputs Agriculture: efficiency indicators 
(Indices, 1968-1972= 100) CUndices, 1968-1972 = 100) 
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CHART. 3.2.1 (continued) CHART. 3.2.2 (continued) 
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CHART. 3.2.3 


Gross agricultural output: total production, crop and animal production 
(Indices, 1968-1972 = 100) 
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Growth of agricultural output 
(Annual average percentage change) 


a re SRY Е Г tee ee Fe bw 


1976-1980 

1971-1975 Plan Actual р 2 
Bulvaria ео eras <r ened at 22 ВТ 2.1 3.7-4.1 
Crechoslovakiaeey о. ела 2.9 QT 1.7 ca. 2.0 
German Democratic Republic ..... 21 3.04 1.3 6 
TUNCAY eee a es et ee 3.4 3.2-3.4 2.9 2.3-2.8 
Poland. Ht elt «An coe cae kee 3.1 3.0-3.5 0.6 ов 
Romania Se eee oe Ae ek 4.6 5.1-7.6 4.8 4.5-5.0 
SovietiUnione ee ta hee eee ee 25 3.0 Lez 2.3-2.7 
Byelorussian-SSRi о 2.6 2.3 1.5 
Ukrainian"SSRaqe Но Lee) eas RO 2.9 2 1.0 


Source : As for table 3.2.1. 


< Estimated on the basis of planned increases of 20 per cent in crop production and of 9 per cent in livestock output, 


In the Soviet Union three unfavourable years during 
the period 1976-1980 resulted in shortfalls compared with 
plans. Annual average grain production exceeded 205 mil- 
lion tons—some 10-15 million tons short of the guideline 
target. On the other hand, excellent results were obtained 
in cotton growing, and livestock numbers increased. The 
annual average growth rate of total output was 1.7 per 
cent in comparison with the previous five-year period. 
The biggest difficulties were experienced in feed grain and 
fodder production: this held back the livestock branch 
and created difficulties in maintaining supplies to the 
population. Poland also recorded three years with nega- 
tive growth rates, agricultural production declining in 
both 1979 and 1980. The drop was very large in crop 
production in the latter year, when its volume was lowest 
during the whole decade—6 percentage points below an 
already modest 1970 performance. Poland was the only 
country where gross agricultural output per capita de- 
creased—by an annual average of 0.3 per cent during 
1976-1980. In other countries of the region the annual 
average increases per capita ranged from 1 per cent in 
Czechoslovakia to 3.9 per cent in Romania. 


A drop in crop output in 1980 adversely affected the 
structure of agricultural output in most countries. Im- 
balances between crop and animal production increased 
and only Czechoslovakia succeeded in improving the 
relationship between the two branches of output (seo 
text table below and also chart 3.2.3). 


The problem of balancing agricultural production, and 
in particular of increasing the output of fodder, became 
increasingly important as the growth of animal production 
increased in line with demand for products of animal 
origin. Some countries such as Bulgaria, Poland and 
Romania attempted to increase the share of animal pro- 
duction (at present below 50 per cent) in total agricultural 
output. Attempts were therefore made to develop this 
branch faster than crop production. But the actual move- 
ment of the relative share of the two branches in these 
countries were highly dependent on fluctuations in crop 
output. The same was true for Czechoslovakia, the 
German Democratic Republic and the Soviet Union, 
where livestock farming accounts for a bigger proportion 
of output but relies on imported grains. This has placed 
strains on their external trade balances. The only country 
where crop production developed faster than over-all 
output was Hungary; the annual average output of grain 
per capita during the 1976-1980 period stood at the very 
high level of 1.200 kg and annual per capita meat output 
reached 190 kg (live weight). 


In all countries priority in 1980, as under the 1976-1980 
five-year plan, was given to the intensification of crop, 
and especially grain, production to ensure fodder supplies 
and reduce grain imports. In fact, the gap between fodder 
supply and demand has widened in recent years. Good 
crop production has enabled livestock numbers to be 
raised more into line with requirements in some years. 


Crop (A) and livestock (B) production indices 


(1968-1972 = 100) 
и О a РНЕ a Е 
1971-1975 1976-1980 1979 ^ 1980 
А В й А В А В А В 
Вы сана в о. se 105.6 113.4 109.3 138.2 114.9 145.9 104.0 146.7 
Czechoslovakia ...... 105.9 111.0 113.0 123.1 108.9 124.4 118.5 129.3 
German Democratic Republic 103. 112.0 102.9 123.3 109.7 124.5 105.2 127.9 
Hungary: хе A+ ce ous 122.0 101.4 135.4 121.4 137.0 123.5 133 133.7 
ео eo us ees 108.4 115.9 106.8 126.7 108.3 133.0 91.6 128.6 
Romania, 1. л.д ся 113.0 122.7 136.1 166.2 141.9 177.8 133.4 171.1 
Soviet Union ....... 106.3 110.7 116.3 119,5 113.7 121.5 111.3 119.3 


о иииианимечиояиииититиипиоис Ea esa 


Sources: As for table 3.2.1. 


98 


Recent economic developments in eastern Europe and the Soviet Union 


But poor harvests thereafter have faced the farm sector 
with a choice between slaughtering animals—and losing 
several years in rebuilding the herds—or importing grains 
and thus maintaining livestock numbers even in difficult 
years. The latter option has been most widely adopted, 
negative rates in livestock production in individual years 
having been held in general below 1 per cent. Policies in 
Czechoslovakia, the German Democratic Republic, Hun- 
gary and Poland is henceforth to maintain stable output 
at current levels. 

Regional specialization and structural change were pro- 
moted in all countries. In the Soviet Union, the Russian 
Federation was the biggest grain producer with 57 per 
cent of the total production in 1979; another 22 per cent 
was produced in the Ukraine, 13 per cent in the Central 
Asian Republics, and 12 per cent in Kazakhstan. Some 
61 per cent of sugar-beet production is concentrated in 
the Ukraine, while the Russian Federation produces 30 per 
cent and Moldavia 4 per cent. Some 49 per cent of 
potato production is contributed by the Russian Federa- 
tion, 26 per cent by the Ukraine, 16 per cent by Byelorus- 
sia, and 6 per cent by the Baltic Republics. Production 
of vegetables and fruit is distributed throughout all Union 
Republics, the Central Asian, Transcaucasian Republics 
and Moldavia accounting for a relatively large share. 
The Central Asian Republics also produce 94 per cent of 
cotton. The regional distribution of farm animals has 
been relatively stable since 1965. The Russian Federation 
increased its share of poultry while the Ukraine increased 
both pigs and poultry. The Central Asian Republics and 
Kazakhstan increased pigs, sheep and poultry, and the 
Transcaucasian Republics reduced their cattle numbers. 
The components of livestock production have followed 
the same trends. Some intercountry shifts in the geo- 
graphical structure of agricultural production are envisag- 
ed within the region in connexion with the implementation 
of the long-term special programme of co-operation be- 
tween CMEA member countries in the agriculture and 
food industries. 

There were also changes with regard to inter-farm 
specialization and the concentration of production in 
industrial-type units, which stimulated inter-farm (hori- 
zontal) co-operation but also generated problems con- 
nected with changes in organizational structures. During 
the last five years about 10,000 inter-farm enterprises 


were created in the Soviet Union. Industrial technologies 
in animal breeding will stimulate further changes in the 
regional structure of livestock production and also in 
fodder crop output. 


The industrialization of agriculture also caused another 
kind of structural change. Agriculture has become more 
dependent on other branches of the national economy, 
and farm policy is being increasingly formulated within 
the context of the national agro-industrial complex. 
Technological, economic and organizational relationships 
between branches supplying agriculture with goods and 
services or processing its production were intensified pro- 
gressively, but flows from agriculture to the other branches 
of the national agro-industrial complexes were uneven and 
inter-branch structures need further improvement (see 
text table below). 


As the data indicate, the share of agriculture in both 
total production and employment in the national agro- 
industrial complexes has decreased considerably during 
the last decade but still remains relatively high. The 
contribution of other branches in creating final products 
on the basis of agricultural raw materials has been in- 
creasing, but it seems that in most countries both the 
industries which supply agriculture with machinery, 
chemicals and services and those processing its products 
have room to develop at a faster pace. 


Plans for 1981 have taken into account the low level of 
agricultural output in 1980, and the existing reserves for 
better utilization of basic inputs. Since the targets are 
based on the expectation of normal climatic conditions, 
in most countries they appear rather ambitious. The 
Bulgarian 1981-1982 plan has provided for a 26 per cent 
increase in grain production. Areas under grain will be 
stepped up to supplement expected yield increases. 
During the 1981-1985 period agricultural output is plan- 
ned to grow by 20-22 per cent. After a very good per- 
formance in 1980, Czechoslovakia plans to increase its 
crop production in 1981 by 6.8 per cent, with a zero 
increase in animal production. For i981-1985, pro- 
duction is expected to rise by 2 per cent annually, of 
which crop output by 2.8 per cent and livestock pro- 
duction by 1.3 per cent. This would bring about further 
improvements in agricultural self-sufficiency. The plan 
also stresses the importance of increasing fodder output 


Structure of the agro-industrial complexes in the second half of the 1970s 
(Percentage share of components in total output and employment of the complexes) 


A = Supplying industries 
B 


Agriculture 


ин 


С 


Processing industries and services 


i 


Gross production Employment 

A B с А В с 
Bulgaria. . SAR ees 6 43 (63) 51 4 78 (86) 18 
Czechoslovakia ааа. 16 32 (40) 52 11 66 (69) 23 
German Democratic Republic 15 37 (39) 48 14 47 (58) 39 
Hungary м. ae 20 41 (53) 39 9 70 (82) 21 
роарам. =. “ata. sae. 16 43 (54) 52 4 81 (88) 15 
Romania SOMO CMR i .. (70) ae as .. (92) a 
SovietiUnion боров 16 41 (58) 43 11 66 (82) 23 


——— a a ea 


Sources : Voprosi Ekonomiki, Мо. 7, 1980, р. 104, and No 


. 2, 1975, р. 84. 


Note : Figures in brackets are for the second half of the 1960$. 
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and economizing its use. The German Democratic 
Republic places particular emphasis in the 1981 plan on 
achieving further increases in efficiency, and on accel- 
erating the growth of crop and especially fodder pro- 
duction; the objective here is to increase domestic fodder 
output and thus reduce imports. Hungary plans to 
increase agricultural production in 1981 by 3 per cent. 
Higher growth is anticipated for crop farming relative to 
livestock production. Private and part-time farms of 
non-agricultural workers will continue to provide for an 
important share of consumer demand, but the large 
agricultural complexes are expected to be responsible for 
any increments in production. During the next five years 
agricultural output will grow by 15-16 per cent in com- 
parison with the last quinquennium. Romania plans to 
increase its net agricultural production in 1981 by 9 per 
cent, relying on the improvement and better utilization 
of land, much higher machinery and fertilizer inputs and 
new technologies, as well as rapid increases in the herds. 
The published draft plans 125 for the 1981-1985 period 
envisage an average annual growth in agricultural pro- 
duction of 4.5-5.0 per cent in comparison with the pre- 
vious five-year plan period. This is expected to result in 
а 45 per cent rise in grain production. Output of vegetables 
will climb by more than 20 per cent. The share of animal 
husbandry in total agricultural production is expected to 
attain 45-50 per cent. 


The 1981 plan targets for agricultural output in the 
Soviet Union, Byelorussian SSR and Ukrainian SSR, 
presented in table 3.2.1, seem high in relation to past 
performance (they were calculated by referring the 
planned volume of agricultural output to the 1980 level). 
The Soviet Union intends to develop its national agro- 
industrial complex in the next 1981-1985 five-year plan 
period with a view to providing the country with reliable 
supplies of food and agricultural raw materials. The 
main objective for agriculture is to achieve a dynamic 
increase in the effectiveness of all branches. A rise in 
output of 12-14 per cent over the annual averages achieved 
in 1976-1980 is planned, and labour productivity in 
socialized farming is expected to rise by 22-24 per cent. 
The plan emphasizes a rise in land fertility and yields 
and further growth in grain production to an annual 
average of 238-243 million tons, together with increases 


125 Draft guidelines of the National Council of Agriculture for 
the Second Management Congress of Socialist Farm Units and the 
Entire Peasantry, Scinteia, 27 December 1980. 


in fodder production. The number of animals and their 
productivity is to be increased in order to reach a meat 
production level of 17.0-17.5 million tons, together with 
milk output of 97-98 million tons. Allocations of appro- 
priate supplies of material inputs, labour and financial 
resources are expressly stipulated by the plan. 


(ii) Trends in agricultural inputs 


Since agricultural output declined in most countries 
in 1980, costs per unit of output increased compared with 
the previous year: capital intensity rose and labour and 
land productivity fell or stagnated (chart 3.2.2). Similar 
unfavourable trends were already apparent in 1979. 


During the 1976-1980 period the volume and value of 
material inputs increased in all countries, but labour 
inputs and the area under cultivation declined pro- 
gressively. Prices of both domestic and imported inputs 
have advanced considerably. Salaries and social benefits 
for agricultural workers and farmers have also climbed 
continuously during the period under review. Higher 
production costs have put pressure on producers as the 
profitability of agricultural output declined. This became 
especially noticeable in the two worst recent years when 
production of many crops in most countries dropped. 
This particularly affected animal husbandry, for which 
grain imports were necessary. The economic measures 
and comprehensive development programmes introduced 
were designed to increase efficiency and hence stimulate 
savings on agricultural inputs of all kinds. 


The /abour force continued to decline in most countries, 
but at declining rates (table 3.2.2). The share of agri- 
cultural employment in the total economically active 
population for the whole region in 1979 was 19.8 per cent, 
ranging from 31 per cent in Romania to below 10 per cent 
in the German Democratic Republic. In some countries 
there are still considerable reserves for transferring labour 
to non-agricultural sectors. Further significant reserves 
are available in Romania, Poland and Bulgaria where the 
share of agricultural employment is the highest. In 
Hungary and in the German Democratic Republic a 
slight increase in agricultural employment since 1978 was 
registered, but in general there has been a gradual decline 
in the number of farm workers per hectare of agricultural 
land. 


Data in the text table indicate that during the past 
decade agricultural employment decreased more rapidly 


Changes in agricultural employment 


————————ы——ыыы—"„—ы—ы—ы—ы=ы—ы—=—ы—ы—ы——ы—МВШ—ЫШ—Ш—ФШ—Ш—Ш——— 


Сегтап р 
Czecho- Democratic $; Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
A. Indices in 1979 

3 83.0 94.0 

(1975. = 100) 5. а 89.0 94.8 97.9 94.5 88. 
(1970°=" 100) 5. es и) 82.8 87.0 82.5 84.8 65.8 92.7 

В. Annual average percentage change 

1071-197 Sue ee Mo). ne Aol 2a, 53728) 28 — 0.4 —4.5 = 0.2 
1976-19": стс о Ва — 0.5 —1.4 —3.0 —4.6 =) 
И А oc eee. ==) =. [29 > = 2.2 —1.8 — 4.5 — 0.8 


Source: As for table 3.2.1. 
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TABLE 3.2.2 
Employment in agriculture 


A a ae ee aa 


i | Е ically active 
Е. Е Percentage Labour force population в ericulne лы. а гы 
| 
Annual Be eat а Annual economically hectares oe 
Total percentage active agricultural Total percentage active piers 
Period (thousands) change population land (thousands) change population lan 
Bulgaria Romania 

= 35.8 24.5 
То 1 130 —4.9 26.2 18.2 3 670 5.0 
м Ио 1082 4.2 25.3 17.4 3559 30 34.6 23.7 
о 06 1057 =) 24.6 17.0 3375 = 512) 32.8 22.5 
1979 ее: 1056 — 0.1 24.4 17.0 3 203 55 31.0 21.4 

Czechoslovakia Soviet Union 
1976: 1... 1029 — 0.4 14.1 14.7 26 600 0.0 22.8 4.8 
197 7 ae 1 006 32 13)7/ 14.4 26 500 — 0.4 21:9 4.8 
1978. > 987 —15 3:3 14.2 26 400 —0.4 20.9 4.8 
1979 Reet oe 980 0,3) ИЗ. 14.2 26 100 _ 0.8 20.6 4.7 
19807. & 26 100 — 0.4 20.4 4.7 
German Democratic Republic Byelorussian SSR 
LOFTON a) 789 2.3 9.8 12.5 1314 —0\2 27.0 13.4 
О. 784 — 0.6 9.7 12.5 1 286 | 26.1 ПЕ 
1978 лес 788 0.4 OFT 12.5 1262 о 25:3 12.9 
19 79 ИЕ 791 0.4 97 12.6 1 243 —16 25.2 12.8 
Hungary Ukrainian SSR 
1976.2 ost, 1 016 2.0) 19.9 15.0 6 341 0.1 25.4 15.0 
ЗЕЕ 980 BS 19.3 15.0 6 213 =20 24.6 14.7 
И А 977 — 0.3 19.3 14.5 6 123 ИА 24.1 14.5 
1979 ER ttt cna 979 0.2 19,3 14.7 5 970 aan) 23.5 14.0 
1980 he sees 989 1.0 19.5 14.9 ie 
Poland 
19761 ee? 4 363 = (0 26.4 22.8 
a ee toe ds te ae 4 306 = 123 25.9 22.5 
1978 Manse csc: 4 036 — 6.3 24.3 21.2 
О. 3 883 = 3:8 23.5 20.4 
Sources: Аз for table 3.2.1. 

in Romania and Bulgaria than in other countries. On оп state farms and 30 per cent of those on co-operative . 


the other hand in Bulgaria, Czechoslovakia, the German 
Democratic Republic and Hungary, since 1975 the annual 
decrease in agricultural employment fell significantly. In 
the other three countries the outflow of labour from 
agriculture was more rapid after 1975 than in the pre- 
vious five-year period. 


The sex and age structure of agricultural employment 
continued to deteriorate but the share of skilled employees 
increased. Special attention is paid to increasing the 
qualifications of the agricultural labour force in most of 
the countries to correspond with the introduction of new 
industrial technologies. During the period since 1970 
the number of skilled mechanics in Soviet agriculture 
increased to 4.5 million—slightly more than 17 per cent 
of total agricultural employment. Managers of state and 
co-operative farms and of joint farm enterprises in 1979 
numbered 1.2 million (4.5 per cent of the total employed); 
of these, 72 per cent were graduates of universities or 
specialized secondary institutions. On co-operative farms 
in Czechoslovakia an increase in the share of qualified 
personnel from 40 per cent in 1980 to 50 per cent in 1985 
is targeted. In Hungary, 37 per cent of manual workers 


farms are qualified as skilled workers, while of supervisory 
staff in the agricultural labour force, 58 per cent have a 
higher degree and 30 per cent other graduate qualifi- 
cations. In 1979 the share of skilled agricultural labour 
in the total farm work force was 88 per cent in the 
German Democratic Republic. 


In 1980, labour productivity increased in Czechoslo- 
vakia by 6.5 per cent, in Hungary by —1.7 per cent and 
the German Democratic Republic by 20 per cent. In 
Bulgaria, it decreased by 4.8 per cent, in Poland by about 
9.1 per cent, in Romania by about 0.2 per cent and in the 
Soviet Union by 0.3 per cent. However, in all countries 
agricultural labour productivity rose in 1976-1980 com- 
pared with the previous five-year period. The improve- 
ment ranged between an annual average of 2.3 per cent in 
Poland and a 9.4 per cent annual average in Romania. 
Data indicate that in some of the countries such as 
Czechoslovakia, the German Democratic Republic and 
Hungary, movements in agricultural output resulted 
entirely from higher labour productivity. In Bulgaria, 
and especially in Romania, the rise in output also was 
accompanied by a marked decline in employment. The 
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Fa a a te 


Distribution of agricultural land 


Agricultural 


TABLE 3.2.3 


(Thousand hectares) 


Arable Area under 


Land reclamation 


Country and period land land grain Sere re р: 
Bulgaria 
LOU Ge eee ee A 6 198 3 715 2 334 918 1147 
LOTTIE: К a 6 206 3 722 2 305 910 1 148 
LOTS Sites SSIS AEC ie 6 215 3 737 2 207 934 1 168 eS 
О Sagi? зах 6 206 3 734 2 255 958 1 185 225 
ОЕ ее ЗА 6 210 3 736 2210 968 245 
Czechoslovakia a a 
Тб eee Sh, SAL lay 6 990 4 898 2 830 1 278 13.8 53.4 
Ope eta es Deel Soc 6 976 4 898 2 829 1 287 17.0 55.4 
TOTS ae eshee heey eed ats 6 952 4 883 2841 1274 16.0 56.0 
Е У ож oe od ee 6 924 4 849 2789 1111 19.4 61.2 
О п Lytton, оса. 1197 16.0 57.0 
German Democratic Republic 
о oe ne 6 923 4752 2 672 768 720 1 236 
Пе sore! AR. 1205 6 291 4771 235 32 805 1 325 
DOTS cee ery. e- 6 282 4776 2 594 686 886 1 397 
НЕО Ча 6 280 4 767 2539 712 954 1463 
Е see ae Se: 760 1 002 1523 
Hungary 
SG eee ee ee 6 757 5 106 3 160 1 325 471 
и, Coen eat ne >. 6 730 5 068 3 071 1311 485 
ASTRA. Tas мов, 6 698 5 044 3 075 1 324 486 
LOI АВ ЗОЖ 6 651 5 035 3011 1 135 480 
ОВО ЕЦ. СЕРЫ а. 6 627 5 165 2905 27 ` 
Poland 
STG Sree ean Meee eA eo 19 151 14 516 7 968 1 832 500 3 540 
Л. Pre - Re. 0 19 111 14 549 8 181 1 834 508 3 625 
LOT Sree terres Al RS . 19 059 14 295 8 035 1 852 511 3711 
ее ОГ: ИТР 95 18 991 14 450 8 044 1 549 517 3 801 
Е СС 1 769 aD 
Romania : 
ИТ аа ace 14 955 9 754 6 441 2429 1729 
р о О ПВ 14 960 9 774 6 399 2309 1854 
ЗОО eats ты В 14 964 9 794 6 410 2 324 2 065 iro 
АТ. a a sei = pe dale vie 14 967 9 807 6 418 2 140 2 253 PASM 
ОВО PLE Ly Gas 2 135 2 300 
Soviet Union 
WOT Gale аа 551 058 225 696 127 760 59 467 15 300 14 413 
LOTT о ail Bee ee ws 552 558 225 999 130 344 62 030 16 000 15 143 
NOUS thee at a een Sr 552 653 226 174 128 465 62 898 16 600 iss 
LOO semen eA BN Soret hepa 552 847 226 319 126 351 57 682 17 000 16 333 
LOCO Maer ee ee i kre 553 007 226 440 130 022 61 682 17 700 16 983 
Byelorussian SSR 
; т И 5s 9 794 6 141 2 766 151 170 2 381 
THOM Mca coe ese a ee ces kaa 9 782 6 170 2856 153 156 2467 
HNO A Bich НЫ ЗИ A 9 759 6 182 2 864 170 iD 21553 
197 Doers 9 720 6 205 3 044 165 193 2 650 
1OSO Wee Бы AS bs 206 2.755 
Ukrainian SSR 
RAC SORE она 42 173 34 269 15 942 4 628 1 650 2 146 
а о 42 133 34 263 17 354 8 637 1767 2251 
Товита И Fed 42 100 34 242 16 692 8 264 1 829 2 342 
VOTO о ale 42 585 34 357 16 090 6 691 1921 2 445 
ООС летит в: 2007 2 584 


Sources: As for table 3.2.1. @ Annual increase in area irrigated or drained. 


> Including area under rye, 
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annual average increase in labour productivity for that 
period was 6.1 per cent in Bulgaria, compared with the 
9.4 per cent already noted for Romania. 


The total area of agricultural land in 1980 apparently 
remained unchanged. There was, however, a decline in 
cultivated land per capita because of population increases 
and a further loss of arable land to non-agricultural pur- 
poses. The share of arable land however remained vir- 
tually stable, but arable land under grain and fodder crops 
expanded in most countries (table 3.2.3). 


All governments have recognized the importance of 
land conservation and established or improved existing 
land use legislation in order to stop the transfer of arable 
land to non-agricultural uses. In Bulgaria farms pay 
double tax on untilled land. Under a newly adopted 
land conservation act in Hungary, large farms which 
leave land untilled through their own fault are obliged 
to pay an indemnity to the state proportional to the 
quality of the soil concerned. In the Byelorussian SSR a 
general plan for land use is being implemented, which 
co-ordinates the use of land for agricultural and non- 
agricultural purposes and aims to increase agricultural 
land by 475,000 hectares. 


During the 1976-1980 period, the east European 
countries and the Soviet Union laid down improvement 
targets for about 10 million hectares. During the period 
under review, this large scale programme was fulfilled 
despite some difficulties. In 1979, improved land in the 
whole region totalled about 53 million hectares, of which 
25.5 million hectares—mostly in the Soviet Union—were 
under irrigation and 27.5 million hectares drained. 
Measures have also been taken to apply on a large scale 
modern technologies based on sprinkler machinery for 
irrigation and on closed-system techniques for drainage. 
The CMEA Agricultural Commission co-operated in the 
development and application of the new technologies. 


In Bulgaria and the Soviet Union, existing irrigation 
systems based predominantly on gravitational watering 
techniques have been intensively modernized. In new 
projects, only sprinkler machinery and closed system 
drainage have been applied. In Poland, sprinkler tech- 
nology was used on 25 per cent of total irrigated land, in 
the German Democratic Republic 45, Hungary 75, 
Romania 86 and in Czechoslovakia 98 per cent. 


Land improvement programmes considerably increased 
yields and contributed to output on a large scale in all 
countries. Bulgaria harvests more than 40 per cent of 
its crop output from irrigated land, which represents 
about 20 per cent of total agricultural land. Yields from 
winter crops on irrigated land are 30-50 per cent higher 
than those on non-irrigated land. An irrigated hectare 
in Czechoslovakia yields 5-15 quintals more maize and 
90-100 quintals more sugar beet. In the German Demo- 
cratic Republic, in a normal agricultural year, irrigated 
land yields 25 per cent more output per hectare and, in 
drought years, 50 per cent more. Yields from irrigated 
land in Hungary are usually 30-40 per cent higher for 
basic crops and 50-100 per cent higher for fruit and 
grapes. On improved land of all kinds, which in 1979 
accounted for 35 per cent of total agricultural land, 
Poland produced 42 per cent of its crop output. Irrigation 
has helped Romanian farmers to increase maize рго- 
duction by 32.7 quintals and sunflower by 9.8 quintals 
per hectare. Farmers in the Soviet Union are now pro- 
ducing 28 per cent of total crop output on the 8 per cent 


share of the sown area (including land under perennial 
crops) which is irrigated. 


Large scale land improvement programmes have been 
in progress for several years in the Soviet Union. They 
are mainly located in the Non-Black Earth Zone in the 
Russian Federation, the Poles’ye lowlands in the Byelo- 
russian and the Ukrainian SSRs and also in the Central 
Asian Republics, where projects for transferring water 
from the Siberian rivers have been started. In the next 
five years, the Soviet Union plans to finance, from state 
resources, a programme for the construction of irrigation 
systems on 3.4-3.6 million hectares, and for land drainage 
on 3.7-3.9 million hectares; water will be brought to 
26-28 million hectares of pasture in desert, semi-desert 
and mountainous areas. 


It has been estimated that in the CMEA countries, 
84 per cent of arable land is suitable for improvement, 
51 per cent of which for irrigation and 33 per cent for 
Чгатазе. 126 In 1975, 19 per cent of the total land suitable 
for improvement was irrigated or drained, this proportion 
rising to 24 per cent in 1979. Plans are to step up this 
figure to 34 per cent by 1985. 


Programmes linked with soil protection schemes to 
modify traditional systems of crop farming in order to 
increase land productivity are also under review. Such 
systems were applied on 35 million hectares of virgin 
land in the Soviet Union, and yields have been higher 
and more stable than average. Further enlargement of 
the area is limited by shortages of machinery, fertilizers 
and suitable crop varieties.127 In Bulgaria large-scale 
experiments with non-traditional minimum cultivation 
techniques to prevent erosion, retain moisture in the soil 
and reduce the cost of production have been started.1#8 


In 1980 agricultural investments in Bulgaria rose by 
2.9 per cent and in Romania by 6.6. per cent in com- 
parison with 1979, whereas in Hungary they decreased 
by 20 per cent. The Soviet Union and the Byelorussian 
SSR stepped up investments by 2.6 and 3.1 per cent 
respectively (see table 3.2.4). Data for 1980 are not 
available for other countries of the region. 


Changes in investments, 1976-1980 
(Indices, 1971-1975 = 100) 


Machinery and 
Total equipment 

Bulgaria. о hc, tees ona 121.1 121.0 
G@rechoslovakiaiee. . 4 cee 130.3 128.6 
German Democratic Republic® . . . 111.2 106.5 
Hungary??, 5 oe, По 115.4 

Poland: ¢ tee ee Gee ee 151.6 

IRomaniat. Sie pia eee ae ete 1 157.3 Be 
Soviet Unione en в 129.3 152.8 


— ee 
Source : Аз for table 3.2.1. 
а Data for 1976-1979. 


126 See Mezhdunarodnyi sel’sko-khoziaistvenyi Zh 
No. 4, pp. 89-94. ak secu 
127 А. Вагаеу, “An important reserve”, Pravda, 19 August 1980. 


128 J. Slavov, “The new non-traditional soil treatments with hi 
eee Ikonomicheski Zhivot, 1980, Nos. 44 and 45 (in Bains 
rian). 
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TABLE 3.2.4 
Investment and fixed assets in agriculture 


О ООВ ЕЕ ВЕЕЕ 


Investment Fixed assets 
: Total Total Percentage 
(in millions (in millions of total 
of national Percentage of of national fixed 
есь currency assets in 
units 5 Annual Investment units ; the 
Country and period ы О" не" т и a Caen р Е не 
Bulgaria 
Е ABN be, 788 0.9 14.1 19.8 6 203 18.4 
о. 873 10.8 14.2 18.9 6 924 18.9 
а ха 787 —9.8 127 16.9 7 600 19.1 
MOF Siege о ее 778 — 12 12.9 16.7 7 949 16.9 
Czechoslovakia 
Пе. 14 420 ей 10.9 14.3 169 222 14.8 
OEE о в ид 15 322 6.3 11.0 15.0 180 362 14.9 
Ooops Sa ee ee и. 16 295 6.4 AED 15.3 192 105 15.0 
S72 esi elses dene а ne ce 15210 —6:7 10.1 13.7 199 203 14.6 
German Democratic Republic 
i Cee ee eee Pees ee 5 089 2.2 11.3 14.0 50 256 12.9 
и 5 301 4.2 ТЕ 13.9 52 670 12.8 
LF hes fi ee ВОС 5 150 — 2.8 10.5 12.9 55 387 12.8 
1G ad сова ati at oe 5 068 = 6 10.1 12.8 58 442 12.8 
Hungary 
О See, Cee 21 087 — 6.7 13.9 17.4 270 956 19.0 
POT Re ERY ie os. С 23 743 9.7 13.1 16.2 286 400 18.9 
MOUS toate scp eet ease 26 893 133) 13.6 16.8 302 800 18.8 
О eee ae ee es 26 380 = tht) 13.0 16.5 320 600 18.6 
LOSE ев SSPE Tsao 21 100 — 20.0 12.0 15.0 349 362 19.0 
Poland 
POT Germ Se ee a sia 5 ia ge 92 484 2.1 14.8 18.8 1 088 000 25.6 
а Ве ae tS 105 642 16.6 16.2 21.4 1 168 000 25.0 
SiS eee ess ee ate тт: 105 868 0.2 15.9 21.5 1 251 000 24.7 
По. EP 105 894 0.0 17.1 23.0 1 336 000 24.5 
Romania 
Toe ee 21 868 12.5 14.4 17 148 401 12.0 
ieee Ce ee 24 505 12.0 14.5 18.0 164 335 12.0 
A975 PROTA, 202 1231 27 302 11.4 13.9 17.0 176 331 15.2 
Е Вика ta see 26 833 —1.7 13.1 15.9 187 404 15.4 
ТОО ogee свеч. yore 28 600 6.6 13.6 16.3 и. i. 
Напор. ей 31 300 9.4 14.2 16.6 
Soviet Union a 
RTI CR ee ee cas 4, 32 100 4.2 27.2 36.8 180 000 20.7 
о ие 6% 33 300 Bell 2.2. 36.9 194 000 20.8 
О PS eS DS & om po 34 600 Вэ 26.7 36.0 209 000 20.8 
О о В 35 100 1.4 26.9 36.9 223 000 20.7 
ПС о оо 36 000 2.6 27.0 = ae 2 
2411981 en) ees es 37 300 3.6 26.6 
Byelorussian SSR hs 
к, meee et soso “ee 1 363 0.5 34.9 a 6 793 19.0 
и ее 1422 4.3 34.1 = 7 409 19.2 
LOWS React ec iY tench sits 1 465 3.0 33.4 she 8 108 19.4 
1999 зови. .. Sera. 8 1494 2.0 350 : 5 ne, 
о 1540 all 36.7 
DOW eI Seen aero. 55 557 sta 
Ukrainian SSR |. 
Об: > ем 4905 0.6 27.6 35 000 282 
м м Merete ter Palo Fe 5 013 Daz 27.3 37 000 22.8 
о ее оо оО 5 238 4.5 26.7 40 000 23.0 
OTD и ли а He 5 130 1 26.9 43 000 23.5 
ПО и лы 5 200 1.4 27.2 A 
Plant Siler ся 5: 5 000 —59 26.0 


es 


Sources; As for table 3.2.1. : 
а Including investments in supplying and processing industries. 
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Changes in agricultural fixed assets 
(Annual percentage change) 


a 


German 
Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
Total 
1971-1975 6.6 5.8 5.0 8.5 4.9 9.5 9.5 
1976-1979 8.2 7.0 Syl 8.2 4.9 8.1 7.8 
Machinery and 
equipment only 
1971-1975 Sy 7.1 5.3 15.4 8.9 
1976-1979 6.3 8.3 10.5 18.2 


Sources; As for table 3.2.1. 


Since 1975 all countries have considerably increased 
their investments in agriculture, particularly Poland and 
Romania. But the share of agriculture in investments of 
the whole economy (and also in the material sphere) in 
most countries has tended to decrease except in Poland, 
and also in the Soviet Union where the share of agricul- 
ture, together with related branches (notably the agricul- 
tural machinery and agro-chemical branches) in total in- 
vestment remained stable and amounted to about 27 per 
cent. In Czechoslovakia and the German Democratic 
Republic investment in machinery and equipment lagged 
behind the growth of total agricultural investments, but it 
increased at the same rate in Bulgaria. In the Soviet Union 
investments in machinery and equipment expanded faster 
than total agricultural investment. Judging from annual 
percentage changes of machinery and equipment in total 
fixed assets, changes in the investment structure similar 
to those in the Soviet Union have taken place in Hungary 
and Poland (see text table on page 102). 


During the 1976-1979 period fixed assets increased at 
a more rapid pace than the previous five-year period in 
all countries but Poland. The share of agriculture in 
total fixed assets in the material sphere has increased in 
Romania, decreased in Bulgaria and was stable, with 
very slight fluctuations, in the other countries (see 
table 3.2.4). In the period under review Bulgaria, Czecho- 
slovakia and especially Poland accelerated the growth of 
machinery and equipment in comparison with the pre- 
vious five-year period. Czechoslovakia, Hungary and 


Poland continued to give priority to machinery and 
equipment in agricultural fixed assets. This was parti- 
cularly so in Poland. The share of machinery and equip- 
ment in Bulgarian agricultural fixed assets lagged behind 
the total (see text table above). 


In all countries the capital intensity per hectare of land 
and per worker increased considerably (see text table be- 
low). However it increased more rapidly than land and 
labour productivity. This is related to a slowdown in the 
long-term growth of the efficiency of fixed assets in agri- 
culture (chart 3.2.2). In the Soviet Union the gross agri- 
cultural output-fixed assets ratio, which was 0.78 during 
the period 1966-1970, declined to 0.58 in 1971-1975 and, 
according to preliminary estimations, to 0.51 in 1976-1980. 
This trend is expected to continue. The slowdown in capi- 
tal productivity was partly due to deterioration in the 
fixed assets structure: optimal equipment combinations 
are not yet widespread, and expenditures on building 
activity are still considered too high in relation to those on 
machinery. In addition, construction costs and machinery 
and equipment prices have risen, while output in crop 
farming remained short of the planned 1еуе].129 


Data for deliveries of agricultural machinery in 1980 
are available only for the Soviet Union, Byelorussian 
and Ukrainian SSR (table 3.2.5). The number of tractors 
(in physical units) continued to increase in the German 


129 В. Kravchenko, “For a better use of agricultural fixed 
assets”, Planovoe Khoziaistvo, 1980, No. 11 (in Russian). 


Changes in capital intensity 
(Indices, 1968-1972 = 100) 


German 


Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
Fixed assets per hectare of arable land 
OTS) Siar ti eae Gna 135 134 125 151 129 154 156 
щи р ee, 184 178 150 210 161 209 209 
Fixed assets per employee 
UGS Frere cota tac ati 167 149 142 172 130 197 161 
10 / Oa: cre see 260 206 178 242 182 324 231 


LL 


Sources: As for table 3.2.1. 
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TABLE 3.2.5 


Stocks and deliveries of agricultural machinery 
(Thousand machines) 


ere ge 


Stocks of tractors 


Agricultural 
land, in Motor h.p. 
hectares per per 100 Deliveries 
Motor h.p. tractor hectares 
Physical (in million (physical of arable Grain 
Country and period units й.р.) units) land Tractors combines 
Bulgaria 
Об о, et cx ss 65.5 3.5 95 95 6.2 
СУ с черная Os hs as 65.0 37 96 99 6.7 1.5 
LIT py A al en о, 64.4 3.8 97 102 Sut 1.0 
О we сы Ни № 63.4 3.9 98 105 3.6 0. 
Czechoslovakia 
С. о о и 141.1 7.9 49 161 6.1 2.1 
о ака лень. 140.0 8.1 50 165 7.1 2.1 
Г ОГ Ч ee А 140.0 8.4 50 172 8.9 1.2 
Я о cee ees 138.0 8.6 50 177 7.5 1.3 
German Democratic Republic 
1976 а 137.7 вт 46 162 8.5 1.6 
DOTTIE Rr CLS HT Mees СЕ 137.4 7.9 46 166 9.3 0.9 
Е.Л. К, ered op rests 139.5 8.4 45 176 8.5 0.4 
TOTS Re sary я и 142.6 8.9 44 187 8.3 0.3 
Hungary 
1976p8 555% at ss 59.5 3.6 114 70 5.0 2.1 
OTT a eee et en Swe 58.7 3.7 116 1 4.7 2.0 
По и. et eee 56.3 3.8 119 75 4.2 2.2 
ОО. бон 55.4 3.9 120 didi 4.7 1.5 
Poiand 
ПО co. RE a c= 444.0 16.0 43 110 44.4 3.6 
A OTe er RES sls ao 482.0 17.7 40 122 53.7 3.8 
ОО о te vere’ 525.0 19.4 36 133 58.5 4.0 
ПО > ke Sees, ie 599.0 23.2 32 160 58.4 4.5 
1980 As о ро 646.0 в 
Котата 
ТОО. оао. Ge 128.0 7.9 117 81 11.9 5.6 
И бы 138.5 8.6 108 88 13.1 4.7 
По о. 138.8 8.7 107 89 14.8 3.7 
У о С о vember aS fs 140.0 8.9 107 90 14.5 2.6 
С о te eRe 146.5 102 
Soviet Union 
Обр с о AGA es aoe 2 400 162.7 230 73 368.6 97.5 
ПГ р ах oy orm 2458 170.9 225 77 364.6 100.8 
ТО ко: -... 2.515 179.1 220 80 370.6 111.2 
1979 ам: 2540 185.6 218 82 354.8 112.0 
CURE а, х = и 7 347.0 117.0 
Byelorussian SSR 
(94m. Wee a 105.9 5.9 92 97 15.4 3.9 
Тетра 109.0 6.3 90 103 15.4 3.5 
оба... 112.3 6.7 87 108 17.4 3.8 
ое Е 115.2 ee 83 116 15.8 4.0 
с a т oe Г в, 15.1 4.1 
Ukrainian SSR 
1976, 50°, wee ee + ba 382.9 24.8 110 72 53.7 15.2 
р озер: 2 391.0 26.0 108 76 54.4 11.8 
а бы < 399.4 27.2 105 79 53.7 14.1 
Ока в ИС 403.7 28.3 105 82 aan is 
TOS pcs, Зое oT a а б , . 
Ett tttssttatssaata aD 


Sources: As for table 3.2.1. 
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TABLE 3.2.6 
Supplies of chemical fertilizers and plant protection chemicals and consumption of electricity in agriculture 


ee АА„А/У—У—ЗЗ]УЧААА/ЗААА 
Consumption of electricity 


} Fertilizer supplies Supplies of plant in agriculture 
(in pure nutrient content) protection chemicals KW per ha of 
Total kg/ha of Total kglha of Total agricultural 
Country and period (thousand tons) arable land (tons) arable land in GWh land 
Bulgaria 
ле р с Е 658 177 23 352 6.3 999 161 
Та. ое. 742 199 26 286 Ta! 924 149 
978i tie У ОИ 738 198 35 283 9.4 988 160 
ое RS, Se acy. 820 220 34 839 9.3 1118 180 
Czechoslovakia 
бе 1 674 341 2473 354 
19 Teeter orem ны 1 633 333 2 584 370 
По бах ое 1748 357 2750 396 
оо * о 1 745 360 2 639 381 
1980 Re ао В к 1 730 358 
German Democratic Republic 
Len ck a tome! Re once 1 804 380 23 665 5.0 3 500 556 
ОИ ое Me ope teasing 1 670 350 24 502 521 3 497 556 
VOTER a. ОЙ sa hd Sach 1 670 350 25 298 53 3 783 602 
OY OR р SRA ео 1713 359 26 715 5.6 3 799 605 
Hungary 
о. 1 388 272 1 751 259 
о се er ee ae 1511 298 1 888 281 
ПО <n et . 1 539 305 2 062 308 
TOROS ел. 1 502 298 2 089 314 
Poland 
USE ReGen: 7 oat tae 3 671 253 51 096 555) 3 470 181 
DOT Us geo о лс Ко ОИ 3 586 246 57 102 3.9 3958 207 
197 Steet ceric eee oi Gs 3 606 252 49 765 3.4 4 325 227 
о мо 3 567 247 44 369 3.0 4 811 253 
Котата 
бен ие ace Gee 1 144 117 2521 169 
Ris Ske eee Sone anc 1 128 115 2 481 166 
AT ne а 1 480 151 2 610 174 
ПС a gaye 1 431 146 2 564 171 
1980 aot) cn ee iL AAT) 124 ie ne 
Planvl98 leer: geen es 1 700 172 51 000 5.2 
Soviet Union 
AO TG pe frat Oo eee 17 739 80 82 979 151 
LOTT ergs <a OS, AS duke 18 034 81 88 367 160 
LOTS EPR м. ns os 18 420 83 95 642 173 
Е Boas een Gees fs 17 365 77 aS an 102 301 185 
980. в... 18 589 86 512 000 2.3 130 000 235 
Planviosl, : 0. .. 20 155 89 а ры = 
Byelorussian SSR 
и о aco eas 1 523 263 2 624 268 
OUR eat eco phe 1 506 260 2 768 283 
ВЯ vie ser soe acs ees 1 528 263 2 962 302 
197 OR a. Вой НСО 1 452 250 3115 320 
о. СЕ 1506 243 
Ukrainian SSR 
DEA i Ita ot er ee A 3 623 110 15 285 362 
о eo ee ee 3725 113 15 387 365 
А cere ae 3 702 112 16 681 396 
LO 7M re eee: cor ae 3 387 103 17 974 427 
ее А 3 686 107 


Sources; Аз for table 3.2.1, 
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Democratic Republic, Poland, Romania and the Soviet 
Union. Since the beginning of the 1976-1980 period, it 
decreased in the other three countries, but the total 
capacity of tractors in terms of power increased in all 
countries. This indicates a further structural shift in 
favour of heavy tractors. Tractor power per unit of 
arable land is still increasing throughout the region. 


Targets for producing new machinery and mechanised 
systems in arable and livestock farming were not fulfilled 
in the past five-year plan period. All east European 
countries intend, in the near future, to give priority to 
the development of the agricultural machinery industries 
and to increase the supply of modern, highly productive 
machinery to agriculture on the basis of a long-term 
CMEA programme for co-operation in agriculture and 
the food industry. The Soviet Union will concentrate on 

_the complex mechanization of sugar-beet, raw cotton, 
fibre flax and on improvements in organic and mineral 
soil fertilizing techniques. Another objective is the 
mechanization of such labour intensive branches as 
vegetable, potato, fruit, fodder and livestock production. 


Data for supplies of mineral fertilizers in 1980 were 
published only in Czechoslovakia, Romania and the 
Soviet Union (tabie 3.2.6). In all countries the supply of 
fertilizers rose considerably during 1976-1979, but five- 
year plan targets have not, apparently, been attained. 
However, data indicate that domestic production of 
fertilizers exceeded domestic consumption by 15.8 per 
cent in 1975 and by 18.9 per cent in 1979. The region as 
a whole could consequently increase domestic consumption 
by about 20 per cent. But this is not true of all the 
countries. Bulgaria, Czechoslovakia, Hungary and 
Poland are net importers of fertilizer, and only Hungary 
reduced its imports in 1979 compared with 1975. 


Mineral fertilizers: production and consumption 
(based on nutrient content) in thousand tons, pure contents; 
percentage distribution: total = 100 


East East European 


European Soviet countries and 
countries Union the Soviet Union 
Production 
ASTISES Oooh 5 10 713 21 998 92.711 
То ыы а. 12 565 2237 34 702 
Domestic consumption 
п cuteness Sia 10 283 17251 27 534 
1 RET be cians cobra, ВОВ 10 778 17 365 28 143 
Balance 
ПО о. 367 4 747 5 114 
ПОТОМ Зи fee es © 1 787 4772 6 559 


Source: CMEA Statistical Yearbook. 


The supply of plant protection chemicals lagged behind 
agricultural requirements. Consumption in 1979 was 
highest in Bulgaria, at 9.3 kg/ha, and in the German 
Democratic Republic (5.6 kg/ha). The Soviet Union’s 
per hectare consumption in 1980 was 2.3 kg. Romania 
plans to reach 5.2 kg/ha in 1981. During 1975-1979, the 
production of plant protection chemicals in east European 
countries increased from 3.3 to 3.9 kg/ha of arable land; 
in the Soviet Union it increased from 1.2 to 1.3 kg/ha only. 


Imports accounted for about half the total consumption 
of plant protection chemicals for the whole region. 


The consumption of electricity in 1980 went up con- 
siderably in Soviet agriculture, clearly reflecting the 
increasing mechanization of livestock farming. Agri- 
culture’s consumption of electricity in other countries 
in 1979 showed no big changes. 


(iii) Trends in crop production 


The grain harvest in east European countries and in 
the Soviet Union totalled 269.4 million tons in 1980, 
or 5.7 per cent more than in 1979 (table 3.2.7). The 
growth of grain production was roughly similar for both 
sub-regions. In Bulgaria only, grain output fell below 
the previous year’s level, but record output was attained 
in Czechoslovakia, Hungary and Romania. In the Soviet 
Union, production of all grains rose by 10 million tons. 


Winter crops survived the winter of 1979/1980 well 
everywhere and the harvest in eastern Europe was normal 
and very good. Dry weather before and heavy rains 
during harvest time in the biggest production regions in 
the Soviet Union, however, limited yields to 14.6 q/ha 
in that country. In 1980, yields of maize were the lowest 
everywhere for the past five years. Among the four 
biggest producers of maize, total output increased slightly 
only in the Soviet Union where the area under maize 
increased. 


Sown area, output and yields of grain (including pulses) 
in eastern Europe and the Soviet Union in 1976-1980 


Undices, 1971-1975 = 100) 


Yields per 
Output hectare Sown area 
Bulgaria’. en. 106.9 104.6 102.2 
Czechoslovakia... . 107.8 107.6 100.1 
German Democratic 
Верос 103.8 98.7 105.2 
ВИ мобов об 109.7 116.2 94.4 
Poland 2.25 san 3% 92.6 97.0 95.5 
Romania... . 2 « . 129.9 125.5 103.5 
Eastern Europe... . 107.7 108.4 99.4 
Soviet Union ean 112.9 108.9 103.7 
Total, Pe ae me: 111.4 108.3 102.9 


Sources: CMEA Statistical Yearbook and 1980 plan-fulfilment reports. 


According to preliminary information, total grain 
output in the past five-year period increased by 11.4 per 
cent over the previous quinquennium for the region as a 
whole. In eastern Europe grain output increased by 
7.7 per cent. In Romania it rose by 29.9 per cent, but the 
decline experienced in Poland amounted to 7.4 per cent. 
The total increase in grain production in the Soviet 
Union was 11.4 per cent. Improvements in yields were the 
only factor which contributed to grain output growth in 
Hungary. In the Soviet Union the increase in land pro- 
ductivity contributed 75 per cent of the increment and 
the remaining 25 per cent came from an increase in the 
sown area. However, grain output fell short of the five- 
year plan targets by 5-10 per cent, and for the whole 
region by about 8 per cent. A special programme was 
adopted in Bulgaria to increase grain production in the 
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TABLE 3.2.7 


Production and yields of grain crops 
(Output per year in million tons : yields in quintals per hectare) 


р НЕЕ Е ee 


Grains : total Wheat Rye Barley Oats ; Maize 
а Output Yield Output Yield Output Yield Output Yield Output Yield Output Yield 
Bulgaria 
1976 . . 8.56 33.6 3.51 38.2 0.02 12.0 1.78 34.0 0.06 14.6 3.03 41.3 
1977 2. 7:67 33.2 3.38 37.2 0.02 11.8 1.48 28.0 0.09 15.3 2.51 35.7 
19:78 Seen CoS 34.3 3.47 37.1 0.02 14.5 1.49 31.4 0.08 14.9 2.24 37.1 
1979 .. 8.36 37.0 3.36 35.0 0.02 14.9 1.54 32.5 0.07 12.5 3.22 48.3 
CEO во Thi Bh 3.84 39.7 0.03 14.0 1.36 32.0 0.05 12.8 2.19 37.7 
Czechoslovakia 
1976 .. 9.24 33.4 4.81 37.6 0.56 30.1 2.90 33.8 0.38 19.2 0.51 36.0 
1977 .. 10.46 37.4 5.21 40.5 0.64 30.3 3.21 9:5 0.45 26.1 0.79 47.0. 
1978 1. 118.12 40.0 5.60 44.0 0.63 337 3.64 39.6 0.45 30.1 0.62 43.0 
1979 .. 9.30 33.5 3.74 33.6 0.49 29.3 3.60 34.6 0.40 26.8 0.95 50.1 
1980 10.74 41.3 5.00 at 0.55 es 3.50 me 0.45 465 0.80 ic 


Plan 1981 11.60 


German Democratic Republic Е 
1976 .. 8.25 31.8 2.71 35.6 1.46 24.3 3.46 36.0 0.51 26.6 — 22.1 


1977 2. 812 34.1 2.91 39.8 1.64 26.6 3.68 36.9 0.41 26.9 — 47.5 
1978 .. 9.91 38.2 3.15 45.9 1.90 29.1 4.14 40.0 0.60 39.0 —- 34.3 
1979 .. 8.95 35.3 3.12 43.8 1.83 27.0 3.32 35.2 0.53 39.1 0.1 46.9 
1980 .. 9.63 38.1 3.10 43.8 1.92 28.3 3.98 41.1 0.58 Biko — 44.9 
Hungary 
1976 . . 11.49 36.3 5.15 38.8 0.16 16.8 0.75 32.7 0.09 22.4 5.14 38.1 
1977 .. 12.44 40.4 5.32 40.5 0.14 15.6 0.71 31.5 0.07 20.2 6.01 46.4 
1978 .. 13.53 43.9 5.67 42.8 0.14 GES} 0.76 33.8 0.08 27.9 6.65 51.3 
1979: 12517 40.3 3.71 32.6 0.09 13.3 0.71 27.0 0.09 19.6 7.38 54.0 
1980 . . 13.60 au 5.20 os 0.14 a 0.80 5 0.10 ie 7.00 ae 
Poland 
1976 . . 21.09 26.5 5.75 31.4 6.92 23.6 3.62 29.9 2.70 24.2 0.23 44.0 
1977. . 19.60 24.0 5.31 28.9 6.25 20.1 3.40 27.5 2.55 23.3 0.23 40.5 
1978... 21.79 Dial 6.03 32.6 7.43 24.5 3.64 30.2 2.49 24.2 0.12 36.4 
1979 . . 17.57 21.8 4.19 27.0 5.20 18.1 3.73 25.4 2.18 20.0 0.18 39.0 
1980 . . 18.34 23.3 4,20 26.0 6.60 26.1 3.40 25.8 2.20 22.6 0.10 
Romania a a 
1976 . . 19.88 30.7 6.77 27.9 es PA 1.23 30.1 0.05 12.2 11.58 34.1 
1977 .. 18.71 29.1 6.51 28.2 ae a 1.86 31.2 0.06 11.3 10.11 30.4 
1978 . . 19.08 29.7 6.30 27.1 a0 ie 2.31 31.9 0.06 11.9 10.21 32.1 
1979 . . 19.42 30.0 4.72 22.0 cs ae 2.04 26.4 0.06 10.0 12.43 37.2 
1980 . . 20.20 31.2 6.47 28.4 ое Ух 2.47 30.5 0.05 9.2 11.15 33.9 
Plan 1981 23.74 ть 6.51 ane Ae ae he ae Pid Ae 13.71 Ne 


East European Countries 
1976 78.51 30.9 28.70 33.6 9.12 23.8 13.74 32.7 3.79 23.0 20.49 35.8 


NO 0 a TESS) 30.6 28.64 34.2 8.69 21.5 14.34 32.3 3.63 23.2 19.65 35.2 
1978 .. 82.74 33.0 30.22 36.0 10.12 25.6 15.98 34.9 3.76 25.8 19.84 37.4 
1979.1: 518 30.2 22.82 30.0 7.64 20.1 14.35 28.9 3.34 21.8 24.17 43.2 
1980 . . 80.23 го 27.81 ne 9.24 ос 15.51 ее 3.43 56 21.24 Be 


Soviet Union 


1976 . . 223.76 17.5 96.88 16.3 13.99 15.5 69.54 20.3 18.11 16.1 10.14 30.6 
ОЛА 5 6 БЫ) 15.0 92.16 14.8 8.48 12.7 52.69 15.3 18.41 14.1 10.98 32.5 
1978 . . 237.18 18.5 120.82 19.2 13.61 17.6 62.08 19.0 18.51 15.3 8.95 35.2 
1979 . . 179.18 14.2 90.21 15.6 8.12 12.5 47.95 13.0 15.16 12.4 8.37 31.3 
1980 . . 189.20 14.6 98.10 15.9 10.20 11.7 49.00 15.2 15.90 12.8 9.70 21.4 


Byelorussian SSR 


1976 .. 7.40 26.8 0.42 29.6 2.19 24.4 3.81 31.4 0.79 25.0 
ЛИ) ов (0 23.2 0.38 27.6 2.06 23.2 3.15 25.1 0.78 22.5 
СЛ) со 1/8 25.4 0.49 29.5 2.30 26.7 3.45 27.4 0.89 22.8 
1979 .. 4.58 15.1 0.31 18.7 1.58 16.6 2.03 15.6 0.56 14.4 


1980 .. 5.00 15.9 0.38 18.3 1.85 17.2 2.05 16.8 0.59 15.1 
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TABLE 3.2.7 (continued) 
Country and Grains: iatal Wheat Rye Barley Oats Maize 
period Output Yield Output Yield Output Yield Output Yield Output Yield Output Yield 
Ukrainian SSR 
ты 44.57 27.9 14.44 31.1 1.35 19.4 17.31 29.0 2.05 22.7 4.89 28.6 
ин 48.52 27.9 27.62 31.9 1.42 17.9 9.22 25.1 1.54 21.0 5.05 29.5 
ee ae ra ae ac 1.39 20.6 10.88 27.9 1.66 23.0 3.80 32.0 
т : В ; : 1.10 16.7 : : 
le ee ee 8.57 18.5 1.03 13.5 aoe 27.8 
East European Countries 
and the Soviet Union 
1976 . . 302.27 19.7 125.58 18.5 23.11 18.0 83.28 21.7 21.90 17.0 30.63 34.0 
1977. 4273.38 17.6 120.80 17.2 17.17 16.0 67.03 17.2 22.04 15.1 -30.63 34.3 
1978 . . 319.92 20.8 151.04 212 23.73 20.3 78.06 20.9 22:2] 16.4 28.79 36.7 
1979 . . 254.96 16.8 113.03 17.3 15.75 1523 62.30 14.8 18.50 13.4 32.60 39.5 
1980 . . 269.43 ем 125.91 в 19.44 64.51 19.33 cts 30.94 


Sources: As for table 3.2.1. в Including rye. 


next five years to 1.2 tons per capita, indicating an 
increase of 37 per cent compared with 1976-1980. 
Romania plans to increase grain output in 1981-1985 by 
23-25 per cent compared with the previous five-year plan 
period; for the Soviet Union, the increment in output 
during the same period is set at 16.1-18.5 per cent. 


The output of other basic agricultural crops in 1980 
was seriously affected by adverse weather conditions 
(table 3.2.8). This was the case for potatoes in particular 
in some countries: production levels fell 27.2 per cent 
below 1979 in Czechoslovakia, 46.7 per cent in Poland 
(a drop of more than 23 million tons), 19.4 per cent in 
Romania, 31 per cent in the Soviet Union (a fall of roughly 
the same tonnage as in Poland), and 43.4 per cent in the 
Ukrainian SSR. 


Production of vegetables decreased in Romania, the 
Soviet Union, Byelorussian and the Ukrainian SSR. 
Fruit output was given only for Bulgaria (a 2.2 per cent 
increase) and in Romania (where output was only 
43.1 per cent of the 1979 record). 


Bulgaria reported a decrease of 29.4 per cent in sugar- 
beet output and of 33.6 per cent in oil seeds. Czecho- 
slovakia marked a 4.8 per cent fall in sugar-beet, and an 
increase of 77.5 per cent in oil seed production as against 
last year’s very low level. In Poland sugar-beet production 
was 26.5 per cent below the 1979 level but oil seed pro- 
duction, at 600,000 tons, exceeded the previous year’s 
output by 133.5 per cent; this was, however, still consider- 
ably below normal. The output of sugar-beet in the Soviet 
Union increased by 4.4 per cent but was also considerably 
below the level of normal years. 


The Soviet Union recorded an excellent raw cotton 
production in 1980 of nearly 10 million tons. Annual 
average cotton output of 8.9 million tons in 1976-1980 
was 16.5 per cent above the average 1971-1975 level. 
Practically all cotton production is located in the Central 
Asian Republics—mainly in Uzbekistan which produces 
65 per cent of total output. 


Systematic data concerning production and disap- 
pearance of fodder are not available. The modest 1980 


harvest in most countries indicates a further deterioration 
in fodder balances. The problem has become more acute 
because of the continued increase in livestock numbers. 
Except for Hungary, all countries were net importers of 
coarse grain during 1976-1980. The share of imports was 
equivalent to 10.2 per cent of total coarse grain pro- 
duction and 9.3 per cent of consumption in the region as 
а whole. The share of maize in total coarse grain imports 
was 78.5 per cent. The countries where the share of maize 
in total grain imports is low imported more pulses (see 
text table). 


Annual average net imports of coarse grain in 1976-1980 а 
(Thousand tons) 


of which: Maize 


Total Thousand tons Per cent 
Вора. а. 277 189 68.2 
Czechoslovakia .... 912 825 90.5 
German Democratic 
Republic. ..... 2511 1 501 58.2 
ungarya. see ek — 56° — 1915 341.18 
Poland де wt cause 4075 1 966 48.2 
Romanian уник. 94 209 222.0 
Eastern Europe... . 7 879 4 499 57.1 
Soviet Union ..... 11 404 10 642 93.3 
Total Sees. 6 isc es 19 283 15 141 78.5 


Sources: CMEA Statistical Yearbook: “The grain situation in 1976-1979 and 
the outlook for 1979-1980”, ECE/AGRI/R.90. 


@ For 1980, preliminary and partial estimates. , 
> Net exports. 


Production of fodder crops increased during 1976-1979 
by 9.7 per cent in eastern Europe and by 13.8 per cent in 
the Soviet Union compared with 1971-1975. The only 
country with negative growth (of 4 per cent) was the 
German Democratic Republic. At the same time the 
structure of fodder crops was changed. The Soviet 
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TABLE 3.2.8 


Production and yields of non-grain crops 
(Output in thousand tons: yields in quintals per hectare) 


a нь Ьодцдцдц—дц————д—дд_д_д_д_——к 


Potatoes р Sugar-beet Oilseeds Raw cotton 
ete Output Yield eee bes Output Yield Output Yield Output Yield 
Bulgaria 
1976. . 351 119 1 587 2 233 2 327 332 463 16.0 3.3 1.3 
1977. 383 112 1 617 1775 1751 249 516 16.6 13.1 7.0 
1978. . 391 105 1 760 2 030 1 600 264 494 14.9 15.9 8.8 
1979. . 424 108 1 673 1 860 2 045 337 584 17.8 17.5 10.9 
1980. . 815 89 a 1 900 1 445 274 376 2 ae we 
Czechoslovakia 
1976. . 4214 176 829 671 5 249 244 147 17.5 5 55 
NOs oe SUL 159 1 133 574 8 202 380 186 18.7 Re = 
1978. . 3995 180 1 088 687 7 258 333 195 18.0 
93725 172 1 049 593 7 613 366 120 12.1 
90. о МИ ae as Re 7 250 as 2134 22.7 
German Democratic Republic 
1976. . 6816 114 934 615 5 001 191 327 24.2 ete aia 
СУ о 1099 176 1527 480 7 424 319 317 23.7 ee 
1978. . 10777 186 1279 483 6 769 290 330 24.5 
1979. . 12243 223 1 372 1 063 6 502 263 215 17.3 
1980. . 9214 180 1119 790 7 034 278 317 23.7 
Hungary 
1976. . 1396 121 1 613 2 224 3 943 305 324 12.2 
1977. . 1650 135 2 024 2 526 3 890 319 272 13.8 
1978. . 1883 162 1 787 2179 4 192 342 400 14.1 
1979. . 1454 144 1 790 2253 3 928 349 517 16.3 
Poland 
1976. . 49951 203 3 783 1 865 15 107 272 996 24.2 ate 5.3 
1977. . 41148 169 3 836 1 637 15 640 294 721 17.5 ое Se 
1978. . 46648 198 4401 1 730 15 707 300 716 19.9 
1979. . 49572 203 4575 1 791 14 154 311 257 125 
1980. . 26400 113 id a 10 400 226 600 17.4 
Romania 
1976. . 4788 159 3 593 2 886 6911 294 1 084 13.7 0.1 0.2 
WM 207 137 3 244 2915 6 246 245 1059 13.3 0.5 2.6 
1978. . 4465 154 3 662 2 637 5 845 235 1 132 13.8 1.0 5.4 
1979. . 4562 151 3 529 3 293 6 109 236 1 339 14.3 1.2 6.3 
1980.. 3676 146 3 412 1418 5 561 234 1336 13.5 
Plan 1981 5350 ay 5 200 2 440 8 800 ae 1 100° 
Eastern Europe 
1976. . 67516 180 12 339 10 494 38 508 263 3 341 16.9 3.4 1.1 
1977. . 61461 165 13 381 9 907 43 153 302 3171 15.7 13.6 6.6 
1978. . 68159 190 13 977 9 746 41 371 294 3 267 16.0 16.9 8.4 
1979. . 71980 198 13 988 10 853 40 351 298 3 035 15.1 18.7 10.4 
Soviet Union 
1976. . 85102 120 24 991 15 260 99 872 266 5 989 10.1 8 278 28.1 
19774: 1. 183652 118 24 149 15 275 93 099 248 6 619 11.0 8 758 29.3 
1978. . 86087 122 27 902 14 394 93 488 248 6 210 10.4 8 499 28.0 
1979. . 90956 130 27 215 16 303 76 214 204 6 077 10.4 9 161 29.6 
1980. . 66900 is 25 900 ts 79 600 5 ate 3% 9 960 56 
Byelorussian SSR 
1976. . 14126 167 699 541 1 067 216 : 30 
У eg Waite! 138 637 429 1352 260 
1978. . 14575 179 895 596 1 324 257 
199%. 6 1153253 191 797 422 1 383 270 


1980.. 9309 118 707 409 1120 217 
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TABLE 3.2.8 (continued) 


DE SS ST PERRET eee 


Country poss Potatoes : т ain Sugar-beet Oilseeds Raw cotton 
period Output Yield output output Output Yield Output Yield Output Yield 
Ukrainian SSR 
1976. . 23724 138 8 213 3 927 61 840 345 2111 172.3} 
1977. . 18805 110 6 944 4 599 55 467 310 2 675 15:7 
1978. . 23918 140 8 337 2883 56 221 310 2430 14.3 
1979. . 23128 135 7 216 4 840 47 085 263 2 639 16.0 
1980. . 13100 6 700 47 200 23005 
Soviet Union and Eastern Europe 
1976. . 152618 141 37 330 25 754 138 380 265 9 330 11.8 8 281 27.8 
1977. . 145113 135 37 530 25 182 136 252 261 9 790 22 8 772 29.1 
1978. . 154 246 145 41 878 24 140 134 859 261 9 477 11.8 8 516 27.8 
1979. . 162 936 154 41 203 27 156 116 565 229 9 112 11.6 9 180 29.5 


Sources: Аз for table 3.2.1. “ Rape only. > Sunflower and rape. 


Union reduced slightly, and Romania considerably, the 
share of roughage in favour of grain. All other countries 
marked increases in the share of roughage and declines 
in the share of grain. In Hungary and Romania the share 
of root fodder rose slightly, but decreased in all other 
countries (see text table below). 


Growth and structure of fodder crop output in 1976-1979 


Indices of Percentage share: country total = 100 
total output —— 


(1971- Grains and Root fodder 
1975 = 100) pulses crops Roughage 

Bulgaria’ aco ss ce 112.1 58.4 2.3 39.3 
Czechoslovakia . 107.1 33.7 4.5 61.8 
German Democratic 

Вербное. = 96.0 38.0 13.0 49.0 
Hungary....... 110.5 62.5 2.8 34.7 
РОО Аля... 108.8 34.2 23.4 42.4 
Romania... 0 2 4... 6 127.5 66.2 5 26.4 
Eastern Europe... . 109.7 44.8 13.0 42.2 
Soviet Union. ... . 113.8 37.8 ТИ 55.1 
ТО. ось. 112.6 39.8 8.8 51.4 


Source : СМЕА Statistical Yearbook. 

Note : This table is based on production in terms of nutrients. Basic domestic 
fodder production includes: feed grains and pulses (nutrient coefficient weighting = 
1.0); potatoes and feed roots (nutrient coefficient weighting = 0.2) and roughage 
(nutrient coefficient weighting = 0.4). Roughage includes only hay from natural 
and cultivated grassland (annual and perennial), together with silage (maize and 
green fodder). Estimates by the ECE secretariat indicate that these items account 
for 68-72 per cent of total domestic fodder consumption (in standard oat-based 
feed units) in eastern Europe and the Soviet Union together—the rest (28-32 per 
cent) being accounted for by grazing, domestic waste, micro-biological industry 
feed additives, and of course imported grains, oilseeds and other feed items. 


Consumption of fodder in the Soviet Union expressed 
in nutrient units during the 1976-1979 period was 2.6- 
2.7 tons per standard livestock unit which is considered 
to be 25-30 per cent below rational feeding norms.’ 
Plans for 1981 contain higher targets for the output of 


130 (у. Elistratov, “The priority task”, Ekonomika Sel’skogo Kho- 
ziaistva, 1980, No. 7, pp. 5-6 (in Russian). 


all kinds of fodder crops with the aim of improving 
animal diets and reducing imports. 


Improvements in the structure of fodder output are 
also envisaged. The need to increase grain production 
remains the key problem in all countries and plans 
envisage increases in both the sown area and in yields per 
hectare. Special attention is being paid to the protein-rich 
crops, mainly pulses and some kinds of grasses. 


(iv) Livestock and livestock output 


In 1980 cattle numbers increased by one million in the 
region as a whole, Poland, the Soviet Union and the 
German Democratic Republic having contributed the 
bulk of the rise (table 3.2.9). Pig numbers increased in 
Czechoslovakia, the German Democratic Republic, 
Poland and Romania and totalled 1.6 million more than 
the previous year in the region as a whole. Sheep herds 
increased slightly in eastern Europe but decreased by 
1.9 million in the Soviet Union as a result of which the 
number of sheep and goats in the region decreased by 
1 per cent. Most countries reported an increase in 
poultry numbers. 

During 1976-1980, the number of cattle rose by an 
annual average of 1.1 million and in 1980 there were 
3.8 per cent more than in 1975. The number of pigs 
increased at a faster pace—by 4.4 million annually and 
by 18.7 per cent for the whole period. Herds of sheep 
increased by only 2.5 per cent but poultry increased by 
about 28 per cent during the five years. As a result of 
differences in rates of growth a certain shift occurred in 
herd structures (see text table on page 113). 


In the Soviet Union, the share of cattle, sheep and 
goats in total herds declined but that of pigs and poultry 
went up. Changes in eastern Europe were similar but 
less marked, and there was a slight increase in the share 
of sheep and goats. Changes in the structures of herds 
affect fodder consumption, since increases in the pig and 
poultry population expand the relative demand for 
fodder grain. In all countries production of roughage 
could be raised considerably, and this could provide a 
basis for the future accelerated expansion of the cattle 
and sheep population. 
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Country and period 


Bulgaria 


21а 11981-55105. in. vad 
Eastern Europe 


1980} Se Ose Piste SRE 


Sah ie РЗ ое sl as 


el) (ORS, Gu И Л 
Фе Ка shai hie ео 
el SLSR ЗОО ОА 


TABLE 3.2.9 


Livestock and livestock output 


Livestock (thousand head) 


Total 


Livestock output (thousand tons) 


of which: Sheep conventional Meat of which: Milk Eggs 
Cattle Cows Pigs and goats units? total Poultry total (million) 
1 787 721 3 456 10 031 4319 732 130 1 816 1 816 
1 797 724 3 399 10 470 4 383 704 149 1 929 1 993 
1 818 743 9772 10 479 4 498 726 158 2003 2174 
1 839 736 3 830 10 969 4 584 782 162 2205 2253 
1 848 743 3805 10859 4585 787 2212 2480 
4 654 1 898 6 820 895 6 627 1 322 141 5 485 4 492 
4 758 1898 7 510 924 6 908 1383 152 5 601 4 639 
4 887 1909 7 601 937 7 059 1448 161 5 707 4 690 
4 915 1903 7 588 938 7 095 1467 169 5 723 4 732 
5 002 1902 7 894 940 1487 174 6 004 4 998 
5 471 2 146 11 291 1912 8 755 1 808 131 7 393 5 217 
5 549 2 158 11757 1961 8 948 1767 134 7 209 5 266 
5 572 2141 11 734 1994 8 989 1 809 135 7 405 5 219 
5 596 2125 12 132 2004 9 142 1824 140 7 193 5 219 
52212438 5012811 2064 9452 
1888 766 7 854 2364 5 448 1324 308 1941 3 995 
1949 781 7 850 2 630 5 536 1 467 320 2151 4 528 
1966 790 8 011 2876 5 647 1482 331 2347 4 748 
1950 780 8 355 2938 5 695 1522 331 2465 4 721 
1954 789 8 400 3 000 2480 
b 
12 002 5 786 16 766 ay US 18 455 2 896 294 16 534 8 020 
12 359 5 879 20 591 3593 19 895 2883 341 16 941 8 494 
12 409 5929 21 108 3 704 20 021 3 142 377 17 131 8 531 
12 164 5 840 20 983 3 633 19 732 3 257 419 16 955 8 670 
12 600 21 300 4 200 3 172 15 031 8 852 
6 351 2569 10 193 14 775 11 780 1449 303 4 981 5 670 
6 306 2580 9 744 14 867 11 556 1533 338 5 392 5 794 
6 511 2670 10 337 16 024 12 243 1582 356 5 597 6 292 
6 513 2 682 10 899 16 195 12 345 1 760 411 5 659 6 766 
6 485 2 666 11 542 16 212 12 551 1597 5 043 6 566 
6 940 2916 13 000 17 500 1982 5 805 6 851 
32153 13886 56 380 33 128 55 384 9 531 1307 38 150 29210 
32718 14020 60 851 34 445 57 226 9 757 1434 39223 30714 
33 163 14182 62 563 36 014 58 457 10189 1518 40 190 31612 
32977 14066 63 787 36 677 58 593 10612 1 632 40210 32361 
33 611 65 812 37 275 
110346 41 987 63055 145373 138372 13583 1411 89 675 55519 
112690 42592 70511 146611 143927 14722 1 691 94929 60356 
114086 43016 73 484 148104 147281 15501 1902 94 677 63519 
115100 43310 73 898 149423 148895 15481 2017 93 341 64539 
115 500 43400 73 500 147000 oS 15 100 90700 67700 
9 16 000* 95 000* 68 300* 
6 494 2 688 4 158 554 825 ЭЙ 6 087 2544 
6 705 2 742 4 567 585 885 59 6 435 2742 
6 776 2751 4 557 557 910 61 6 420 2861 
6 735 2748 4 437 564 925 78 6 252 2938 
6 760 2737 4 562 570 873 88 6 157 3 033 


Wool 


Table 3.2.9 (continued) 
И es И 
Livestock (thousand head) Livestock output (thousand tons) 
of which: Sh oe 
: е ich: 
Country and period Cattle Cows Pigs and pi eee ~ eer i Desir ‘ re т Wool 

Ukrainian SSR 

SS ea a 24 196 9 002 18 195 8 911 3 137 392 21 157 12018 24.9 

NOT I ae ов: -- 24 924 9 143 19 831 9173 3 465 449 22467 13154 29.6 

1971S ree tan ae Ce ea os 25 379 9 228 20 659 9 201 3 617 475 22480 13 796 271) 

р а at oc 25552 9 289 20 149 9 185 3 626 С 21625 13949 28.3 

ПОВ ря i ee: 25 400 9 300 19 900 9 100 3 500 21100 14400 27.1 
Soviet Union and Eastern 

Europe 

1976 Star. и 142499 55873 119435 178501 193286 23114 2718 127 825 84729 531.2 

Е а cis 145 408 56 612 131362 181056 201153 24 479 3 125 134152 91070 561.1 

1978 Neb tence Bench ке 147 249 57198 136047 184118 205738 25 690 3 420 134 867 95131 573.3 

Cie kee обе се. 148077 57376 137685 186100 207488 26093 3 649 133 555 96900 581.8 

ОЕ ря ais. ep Se 149 111 139312 184275 a oe 55 


Sources: Аз for table 3.2.1. 


Note: Livestock numbers are on the basis of end-year censuses. Meat is in 
rine age weight. Eggs include only hens’ eggs. Wool is raw wool on a greasy 
is. 


Animal production in the region as a whole in 1980 
decreased because of fodder shortages. Bulgaria and 
Czechoslovakia reported an increase in the production of 
meat, milk and eggs. Poland reported an increase of 
2.1 per cent in eggs and decreases in meat and milk out- 
put of 2.6 and 11.4 per cent respectively. In Romania 
there was a decrease in all kinds of basic animal products. 
The Soviet Union reported a decline in meat production 
of 2.5 per cent, milk 2.8 per cent and wool 1.6 per cent 
and an increase of 4.9 per cent in the output of eggs. 
According to preliminary estimates, production of meat 
in the region in 1980 was 3.8 per cent above the 1975 level, 
milk production stagnated but eggs increased by 24 per 
cent. Romania and the Soviet Union have published 
livestock product targets for 1981-1985. In the former 
country an increase in the output of all basic animal 


в In terms of cows. Conversion ratios as follows: Cattle (other than cows) 
0.6; pigs 0.3; total sheep and goats 0.1; horses 1.0; and poultry 0.02. Source: 
Spravochnik po planirovaniju sel’skogo khoziaistva (Moskow “Kolos” 1974) р. 151. 


> Goats excluded. 


products is envisaged: meat is to rise by 45-47 per cent, 
cow’s milk by 36-41 per cent, eggs by 13-17 per cent and 
wool by 32-39 per cent. In the Soviet Union, a 2.1- 
2.6 million tons increase in meat production compared 
with the last five-year plan period is planned for 1981- 
1985; the corresponding figure for milk is 4.7-6.8 per 
cent, for eggs — 15.5 per cent and for wool —3.0-5.1 рег 
cent. The highest growth in meat production is scheduled 
for cattle. The 25 million cattle slaughtered yearly at 
present in the Soviet Union weigh on average 320- 
330 kg. It would be technically possible nowadays to 
increase total production of meat by about 1.5 million 
tons (by about 10 per cent) if the increase in the average 
weight of beef cattle at slaughter were increased to 440- 
450 kg. A large share of new investment is earmarked 
for the construction of pig and poultry complexes, and 


Structure of herds 2 
(Percentage share, total livestock = 100) 


Cattle Pigs Sheep and goats Poultry 
1975 1979 1975 1979 1975 1979 1975 1979 
Е ЖЕ ee eee 
Bulgariat acc cre аи 33.5 30.5 26.3 25.1 23.4 23.9 17.3 17.9 
Czechoslovakia. .......5.... 54.1 52.3 31.1 32.1 1.4 1.3 12.4 13.6 
German Democratic Republic ..... 47.3 46.0 39.0 39.8 2.2 Prep) 10.7 11.2 
RUIN оао оао Ales tel cae. ects 28.8 26.0 41.6 44.0 4.1 5.2 22.4 22.6 
Poland! dete Ae Ирка. 48.1 48.8 30.9 31.9 1.5 1.8 9.5 8.6 
Romanian: chy ny «ie meteor am or oes 43.1 40.3 24.2 26.5 13.1 13.1 14.4 15.5 
Толкин вла ae 44.6 43.4 31.5 32.7 5.8 6.3 12.7 13.2 
ЗО, и 61.1 58.0 12.7 14.9 10.8 10.0 10.8 13.3 
ТОТ atin ties bee fe dyn в. 56.2 53.9 18.2 19.9 9.3 9.0 11.3 13.2 


Source; CMEA Statistical Yearbook. 
Note : See table 3.2.9. 
в In terms of livestock units. 
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to promote the use of modern industrial technology in 
pig and poultry rearing. Sheep herds will be increased in 
the central regions of the Russian Federation, in the 
Ukrainian and Byelorussian SSR, the Baltic Republics 
and especially in Kazakhstan and in the Kirgizian SSR. 


(v) Policies to promote agricultural development 


With regard to agricultural policies, Bulgaria, Hungary 
and Romania are concentrating efforts on expanding 
their export potential and to the building up of stocks. 
Czechoslovakia, the German Democratic Republic and 
Poland stress, above all, rises in agricultural self- 
sufficiency. The Soviet Union aims at greater stability in 
year-to-year production, and the avoidance of damage 
caused by currently large fluctuations from one year to 
another. 


Everywhere emphasis is on increasing efficiency to 
attain planning objectives under conditions which are 
more complex than in the previous decade. In general, 
supplies of basic factor inputs for agricultural production 
have not improved in any country. Total (and per capita) 
cultivated land is either stagnating or on the decline. 
The available labour force is shrinking and deteriorates 
in age structure—though it improves in skill. Both 
domestic and imported inputs—from machines and chemi- 
cals to fuel and power—are becoming more expensive. 
Hence, while capital investment in new technology is 
limited, it remains the only dynamic factor in agricultural 
growth. Therefore, all countries are trying to shape their 
investment policies and management systems with a view 
to stimulating progressive structural changes, more bal- 
anced development, the implementation of industrial 
methods of production and better utilization of factor 
inputs, Organizational structures, planning methods, 
management and incentive systems in agriculture are 
having to be modified to meet new conditions. 


In 1980 the number of agro-industrial complexes in 


- Bulgarian agriculture was enlarged and adapted to a new 


network of administrative units. Agricultural brigades 
were also reorganized; they are to be enlarged and will 
work land areas of 3-10 thousand hectares. This reor- 
ganization is expected to stimulate the introduction of 
industrial technologies and to enhance the operational 
autonomy of the units. Brigades will be of two types: 
specialized, and basic production units. 


In Czechoslovakia further measures have been taken to 
promote the development of joint farm enterprises and 
associations and hence to increase the degree of horizontal 
co-operation and vertical integration of agriculture with 
industry. 


The new organizational structure for agriculture in the 
German Democratic Republic appears to have been set 
ур.13* Emphasis has been placed on the formation of 
specialized enterprises in crop and animal production. 
A number of forms of horizontal co-operation and ver- 
tical integration of agro-industrial processes have been 
used to create new financially autonomous production 


181 Main types of agricultural organizations; 


1976 1980 
Зачатия a бе. оз о.» 450 469 
Сгор producing co-operatives (specialized) ..... 161 1 047 
Animal Tearing co-operatives (specialized). . ... . 3 421 2 899 
Crop producing co-operative departments. .... . 1024 87 
Horticultural co-operatives .......,2.... 241 213 


Source : Statistical year-book of the German Democratic Republic. 


and service units. In each of the 14 regions there also 
exist “agro-industrial associations”; these are a special 
type of integrated unit, which includes various kinds of 
agricultural and industrial enterprises involved in the 
various stages of the production and processing of one or 
more specialized crop products. In addition, 30 indus- 
trial-type enterprises (combines) have been established for 
the fattening, processing and supply of animal products. 


Large-scale agricultural enterprises in Hungary continue 
to be developed on the basis of industrial production 
systems. New measures aim to stimulate production on 
private and part-time farms. 


The Polish Government has promoted the development 
of agricultural circles as an organizational form for the 
self-management of individual farms, and put at their 
disposal the Agricultural Development Fund. The num- 
ber of specialized individual farms continued to increase. 


The regional agricultural councils established in Roma- 
nia in 1979 co-ordinated co-operation between farms and 
enterprises of all kinds dealing with agricultural pro- 
duction and its processing. Measures were taken to sup- 
port private farms and the development of small indus- 
tries. 


The joint farm enterprises in the Soviet Union increased 
by about 10 per cent and now number more than 10,000. 
The organization of modern basic units in Soviet agri- 
culture is not yet over and is expected to continue. 


At national level, central bodies were established in 
Bulgaria and Romania during 1979 with responsibility for 
the planning and management of all branches and activ- 
ities of the national agro-industrial complexes. In other 
countries, the responsibility for planning and manage- 
ment of different activities in the national agro-industrial 
complexes is still shared between ministries organized on 
branch lines. In the Soviet Union, about 35 all-Union 
ministries and another 70 Union-Republican ministries 
are charged with the planning and management of food 
production. Problems of co-ordination are likely to lead 
in the near future to the creation of a specialized central 
body with responsibility for co-ordinating the whole 
national agro-industrial complex of the Soviet Union. 


The function of middle-level management is executed 
by the Union Republic in the Soviet Union, and by local 
authorities in all other countries within the normal 
administrative structures. Bulgaria is the only exception: 
regional agro-industrial unions have been established on 
a full cost-accounting principle and thus bear financial 
responsibility for decisions. 


Policy measures for further improving planning in 
agriculture were implemented in most countries during 
1980, mainly in connection with preparatory work for the 
next five-year plan. Changes in methods and techniques 
of planning include a reduction in the number of com- 
pulsory indicators at enterprise level. On the other hand, 
the planning of state and co-operative farms has been 
integrated. In Hungary and Bulgaria, the basic economic 
organization (enterprise) takes full responsibility for the 
short-term planning of production, and material and 
labour supplies and financial resources, subject to over-all 
conformity with existing regulations. From 1981 the 
number of centrally determined plan indicators in the 
Soviet Union has been reduced. For collective farms, only 
state procurements and the supply of basic inputs will be 
planned centrally; for state farms, targets for wage- 
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supplements, profit, investments and assets to be put into 
operation will also be centrally Яхед.132 


Imbalances in the development of agro-industrial com- 
plexes is another area in which improvements in planning 
need to be elaborated. Five-year projections for the 
development of the national agro-industrial complexes in 
the Soviet Union, Bulgaria and other countries will hence- 
forth constitute a single aggregate for planning purposes. 
Grain production programmes have been announced in 
Bulgaria, Hungary and Romania. In the Soviet Union 
a decision on the drafting of a special food supply pro- 
gramme has been published. This will combine guidelines 
for the over-all development of agriculture, of the branches 
of industry that service it and of the procurement, storage, 
transportation and processing of agricultural output— 
including the development of the food industry and retail 
trade in foodstuffs. The national agro-industrial complex 
will not only be planned, but also financed and managed 
as a single unit. The food programme will be an organic 
component of the next five-year р!ап.133 А number of 
complex sub-programmes are to be drawn up for the 
production of grain, vegetables, fodder and basic animal 
products and are to be integrated into the programme as 
a whole. From 1982, a separate plan for agriculture will 
be drawn up in Romania. It will not formally be a 
constituent part of the over-all national plan, as at 
present, but a specific agricultural production plan dealing 
with land improvement and development. 


The existing system of pricing in agriculture is under 
revision. Procurement prices in Bulgaria, Czechoslovakia, 
the German Democratic Republic and Hungary are 
based on production cost and profit norms which will be 
reviewed periodically; in Hungary and Bulgaria especially, 
these norms themselves depend directly on price move- 
ments on world markets. 


In 1980 practically all countries announced immediate 
orimminent increases in procurement prices—in the latter 
case with effect from the beginning of 1981. These price 
changes were intended to improve the financial position 
of agricultural enterprises (and hence reduce subsidies)— 
in particular by adjusting price levels in response to the 
rise in price of basic inputs—machinery and equipment, 
mineral fertilizers and plant protection chemicals, fuels 
and salaries. 


From 1 January 1980, new wholesale prices were estab- 
lished in Bulgaria; all of them, including those for agri- 
cultural production, are based on world market prices. 
Bulgaria has also adopted measures to encourage the 
growth of low domestic labour productivity; temporary 
price premiums, expressed as a percentage of the value of 
sales, will be paid for increased production by producers 
in mountain areas. The price of food industry inputs—in 
the form of agricultural products—are now costed in 
terms of world market prices. A further increase in 
procurement prices was also announced with effect from 
1 January 1981, which will transfer additional revenues 
amounting to 400 million leva to agriculture. Prices for 
hard wheat have been raised by 39.4 per cent, sugar-beet 


132 “Improvement in planning and economic stimulation of agri- 
cultural production and procurement”, Decree of 14 October 1980, 
Ekonomicheskaya Gazeta, 1980, No. 52, pp. 5-7. 

183 Speech of L. Brezhnev delivered in Kazakhstan: Pravda, 
30 August 1980. 

134 М. Dimitrova, “The new procurement prices”, Ikonomicheskt 
Zhivot, 1980 (in Bulgarian). 


by 14.7, beet by 14.9, mutton by 30, milk by 14.5 and 
wool by 63 per cent. The prices paid for tobacco, veg- 
etables and fruit will also шсгеазе.135 


Czechoslovakia introduced higher procurement prices 
for cattle and milk on 1 January 1980. The total effect 
of the increase was estimated at 5.1 billion crowns, of 
which 3.9 billion crowns were allocated to cover the in- 
creased production costs of livestock output. These prices 
will increase farm incomes by 16 per cent. The prices of 
mixed fodder have gone up by 13 per cent and of mineral 
fertilizers by 15 per cent. Taking into account these price 
changes, however, state subsidies still amounted to 
3.3 billion crowns in 1980. 


In the German Democratic Republic procurement 
prices have remained unchanged since 1976. In the past 
when an increase in prices of some agricultural products 
was necessary a reduction in the price of other products 
was made in order to keep the aggregate level of agri- 
cultural prices unchanged. Price increases for rye, po- 
tatoes, protein-rich fodder crops, milk and beet were 
announced for 1 January 1981.136 


Agricultural prices in Hungary have been raised grad- 
ually in recent years. The agricultural price level was 
kept within limits determined by the low food prices paid 
by consumers. The administered state price is set with 
reference to a form of subsidy designed to refund to 
industrial producers the difference between normal indus- 
trial producer prices and the lower prices paid by agri- 
cultural enterprises for inputs of industrial origin. A new 
round of price increases was announced to take effect on 
1 January 1981.18" 


After 1977 purchase prices in Poland increased on 
average by 70 per cent for buckwheat, peas, beans, poppy 
seed and mustard seed. In 1980 it was announced that 
procurement prices for milk and beef, pork and poultry 
were to be increased at the beginning of 1981 and that 
procurement prices for cereals, rape, sugar-beet, hops and 
tobacco were to rise on 1 July 1981. The average total 
increase is estimated at about 16 per cent. At the same 
time the price of industrial inputs for agriculture are to 
be frozen during 1981. 


With effect from 1 January 1981, Romania will increase 
contract and other production prices paid to state farms, 
agricultural production co-operatives and private farms 
by 11.8 per cent. At the same time the tariffs of the 
agricultural mechanization stations are to be adjusted in 
line with their real costs: This increase in prices will 
reduce the net revenue of farm producers by about 
5 billion lei, which will be covered by the state budget in 
1981; retail prices will be changed from 1982. 


135 Decree published in Rabotnichesko Delo, 15 December 1980. 
136 Gesetzblatt der DDR, Teil 1, No. 16, 1980. 


137 Prices of capital equipment and materials used in agriculture 
increased as follows: machinery by 2 per cent, machine parts by 
7-8 per cent, fertilizers and pesticides by 6 per cent, high-protein 
fodder by 5-6 per cent and services by 5 per cent. Government 
subsidies for energy have been abolished. Procurement prices per 
kilogram of production went up as follows: wheat by 0.20 forints, 
fodder 0.25, maize 0.18, sugar-beet 0.05, tobacco 2.00, beet 1.60, 
pork 2.00 and poultry by 2.50 forints. The over-all procurement 
price increase amounts to 5 per cent. The new prices for field crops 
will go into effect on 1 July 1981 but for meat from 1 January 1981. 
This increase in procurement prices covers about 80 per cent of 
the farmers’ rise in production costs. The remaining 20 per cent is 
expected to be offset by increasing efficiency on farms. 
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Procurement prices in the Soviet Union increased in 
1979 as against 1975 by 5.1 per cent, within which prices 
of arable products rose by 0.7 per cent and of animal 
products by 8.1 per cent on average. At the Plenary Ses- 
sion of the Central Committee of the CPSU in July 1978, 
defective price formation in agriculture was described as 
a factor impeding the introduction of specialization, joint 
farm co-operation and the growth of agricultural pro- 
duction. From 1 January 1979, procurement prices were 
increased for milk, cream, butter, wool, karakul and 
astrakhan lambskins, sheep and goat hides, late potatoes 
for food and potatoes for processing, cucumbers, tom- 
atoes, onions and garlic; these price increases amounted 
to 3.2 billion roubles. From the beginning of 1981 the 
50 per cent premiums paid to producers for over-fulfilment 


of procurement plans, totalling 3.65 billion roubles yearly, 
have been consolidated with procurement prices. Price 
supplements of 50 per cent, equivalent in total to 4 billion 
roubles, will be paid to producers who increase sales of 
agricultural products over the previous year’s level.*** 


In several countries measures have been announced to 
reduce or abolish state subsidies in the near future. On 
the other hand new fiscal measures are to be introduced 
for land and income taxation which are expected to im- 
prove income distribution and equalize economic con- 
ditions for agricultural enterprises. 


138 А. Krasnopivtsev, “Improving agricultural planning”, Ekoni- 
micheskaya Gazeta, No. 2, 1981 (in Russian). 


3. TRENDS IN INDUSTRY 


Gross industrial production in the region rose by an 
estimated 3.3 per cent in 1980, the lowest rate of ex- 
pansion during 1976-1980 (table 3.3.1). This continued 
a slowdown in the rate of growth of industrial production 
which started in the region in 1974, when the aggregate 
rate equalled 8.5 per cent. The trend was interrupted 
only in 1977, when the 6.0 per cent rate achieved was 
0.5 percentage points higher than in 1976. In the east 
European countries, where a rise of 2.6 per cent was 
recorded in 1980, the slowdown—which also started in 
1974 when a 9.5 per cent rate was achieved—was steeper 
than in the Soviet Union; after growing by 7 per cent in 
1977, annual drops in rates of growth were 1.3 percentage 
points in 1978 and 1979 and 1.8 percentage points in 1980. 


Industrial expansion in the Soviet Union slowed down 
as well from a peak rate of 8 per cent in 1974. The annual 
drop was, however, smaller, and the trend was reversed 
in 1977 and 1980—though the upturns were only frac- 
tional; in 1980 industrial growth at 3.6 per cent was 
only 0.2 percentage points higher than in 1979. 

In individual east European countries the deceleration 
was less regular. Bulgaria, Czechoslovakia and Poland 
recorded peak rates in 1975, and up to 1977 the trend in 
the region was mixed, with most countries thereafter 
experiencing a marked slowdown. There are two ex- 
ceptions: in Bulgaria, the decelerating tendency started 
after 1978; in the German Democratic Republic industrial 
output performance followed a different path, rising 


TABLE 3.3.1 


Gross output, employment and labour productivity in industry 


(Annual percentage change) 


Gross Labour Gross Labour 
output Employment productivity output Employment productivity 
Bulgaria Hungary 
OIG te ene ia heat 6.8 155 53 4.6 (—1.0) 5.6 
97 ВЕ Dies Biers 6.8 0.3 6.6 6.6 (= 6.7 
LOTR ces os.” РИ 6.9 Lh 5.0 4.9 — 4.9 
т. 5.4 0.9 4.5 3.0 (— 1.6) 4.6 
я Оо осы 6.3 1.7 4.5 3.5-4.0 (—0.5) 4.) 
FOEO ENS Cae he eee 4.0 0.3 Sil 1:7 (—2.8) tA 
Plan 98s eras 5.6 3.0-3.5 (—0.5) 3.8 
Czechoslovakia Poland 

а О В Ее 5.5 0.6 4.9 9.3 0.4 8.8 
Ce ee жена вое 5.7 0.7 5.0 6.9 ie 5.6 
О с ола 4.8 0.7 4.1 4.9 0.0 4.9 
О оо ов въ азко 3.7 0.7 3.0 Del 0.0 2:7 
и 3) eo oe a 4.0 0.8 3.2 3.0-4.24 (—0.2-1.3)8 4.4¢ 
HOBO Ree Stes ce at le 3:2 0.7 2.5 (—1.3)4 (—0.2) (—1.0) 
Равно =, = 2.9 1.0 es 

German Democratic Republic Romania 

a 
197685 concur Bic wtasan я 5.9 0.9 4.9 11.4 5.1 6.0 
COLT cae aI ane ne ear 5.4 0.3 и i de) 2.9 9.3 
197805 Paes Pomel cin: 22 3.7 0.5 912 9.6 2:39 6.9 
ее eee ve. ace 4.8 0.6 4.2 8.0 3.9 3.9 
Plan 1980. ...... 4.7 0.25 4.5 11.4 2.56 8.7 
1980 яя Se S 4.7 0.1* 4.6* 6.5 2.3 4.2¢ 
Plan W9siv s ВНЕ 5.0 8.1 1.0 
Soviet Union Eastern Europe 
6.2 

19765. зай Вог. = 4.8 22 2.6 7.4 1.1 ь 
ЧО Wands eres 57 1.7, 3.9 7.0 13 5.6 
1978. elk pee Mack elon co 4.8 1.7 3.0 Ou, 0.9 4.8 
1979 ies ies vet. 3.4 1.3 2.0 4.4 0.8 95 
Plan 1980... :.« . 4.5 0.7° 3.8с apy? 0.5 4.8 
ТУ орон ео ace? ee 3.6 1.05 2.6° Deo 0.3 2.1 
ао... 4.1 0.55 3.6° 3.9 
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TABLE 3.3.1 (continued) 


i 


Gross 


output Employment 


———$—$$——$——— 


Labour 
productivity 


Gross 
output 


Labour 


productivity Employment 


Byelorussian SSR 


1976 See: 2: eee 7.0 Des) 
о о 8.3 2.6 
оба. о 7.8 27 
11979 2 ee № ociccues 6.9 2.6 
И о ро о = 5.9 1.6 
о Ню 6.0 1.8 
ЮО ИЬ tees ees 4.1 
Ukrainian SSR 
b 

1976 pa erna-sarMesetic 4.1 1.8 
МЫ Корь < ee 51/ 1.9 
У te ete cieeg toe 4.5 1.9 
О 3.0 1.4 
Рав 980... 4.0 1.3 
о oles 2 22 1.1 
т СЫ о ю ete 3053 


Eastern Europe and Soviet Union 


Sources : National statistics, CMEA year-books, plans and plan-fulfilment reports. 


Note: Unless otherwise indicated, productivity figures are derived from output and employment data. 


4.6 5:35 i) 3.5 
5.6 6.0 1.6 4.3 
5.0 51 1.4 3.6 
4.2 ет 1.0 2.8 
4.2 4.7 0.7 3.9 
4.1 3:3 0.8 Des) 
4.0 
с 
2.3 
Sell 
2.6 
1.6 
2.1 
ТЫ 
This may 


differ from officially reported productivity changes because of differences in coverage and definitions. 


а Commodity production. 

> Derived from output and productivity data. 
¢ Reported. 

4 Sales. 


from its lowest rate of 3.7 per cent in 1978 to 4.8 and 
4.7 per cent in 1979 and 1980 respectively. There were 
very sharp decelerations in Hungary and Poland, negative 
growth rates being reported by both in 1980 and also in 
1979 by Poland. 


Industrial policy in all countries in 1980 took into 
account the obvious fact that the period of extensive 
growth based on virtually unlimited labour and material 
inputs is over. Policy measures were hence oriented 
towards bringing qualitative growth factors to the fore 
(labour productivity, technical progress, management 
efficiency). Recognizing that constraints in the labour 
supply as well as the higher cost and sometimes even 
reduced supplies of energy and raw materials have 
precluded the continuation of the industrial development 
policies pursued in the early 1970s—and even, in some 
countries, up to 1978—particular attention was paid to 
increasing the role of investments, rationalization and 
structural shifts in investment priorities in favour of raw 
materials and the fuel and power producing branches. 
Nearly all countries spent between 50 and 60 per cent 
of their industrial investments on the energy and raw 
material branches. Economic and administrative measures 
to economize material inputs were introduced or 
strengthened. The shift of investments was however 
limited by the lack of suitable resources for exploitation, 
and this led in some countries even to decelerations in 
the volume of flows to these branches. But the shifts 
which did take place restricted the sums available for 
other branches within and outside industry. Conse- 
quently, the share of rationalization investments in 


existing capacities increased and only limited numbers 
of new starts are reported. 


The second sector of high priority in the allocation of 
investment resources in all countries was engineering, 
where as a rule expenditures rose faster than for industry 
as a whole. High expansion rates in engineering invest- 
ment were motivated as much by the need to strengthen 
export potential as to provide equipment and machinery 
for modernizing domestic capacities (see tables 3.3.3 and 
3.3.4). These developments were backed up by new 
economic and administrative measures to improve 
management and planning in industry, and also to rectify 
shortcomings in the economic mechanism. 


Trends in the annual rates of growth of industrial 
production do not fully explain the pace of industrial 
production in the countries of the region. During 1976- 
1980, the average annual rates of growth in most east 
European countries and the Soviet Union ranged between 
4-5 per cent. Only in Bulgaria and Romania, where the 
pace of industrialization was more rapid, were rates as 
high as 6.2 and 9.5 per cent (table 3.3.2). By 1980 indus- 
trial output in the region as a whole was 26 per cent higher 
than in 1975. This high increase in industrial capacities 
was a result of the priority given to industry in the 
development plans and policies of all countries. The 
industrial expansion was faster in east European 
countries (an increase of 30 per cent as compared with 
the 1975 level) than in the Soviet Union (24.4 per cent), 
largely because of rapid industrialization in Bulgaria 
and Romania. In all other countries in eastern Europe, 
the rise was between 18 per cent (in Hungary) and 27 per 
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TABLE 3.3.2 


Output and productivity indicators in industry 
(Average annual percentage change) 


ee a ee ee 


Czecho- 


German 


Bulgaria slovakia Dem. Rep. Hungary Poland Romania Fite 

Gross output 

Це. 8.9 6.7 6.3 6.5 10.6 iy? 7.4 

Plan 1976-1980 .. 9.2, 5.7-6.0 6.0 6.0 8.2-8.5 10.2-11.2 6.3 

1976-1980 в ее 6.0 4.6 4.9 3.4 4.5 9.5 4.5 

Plan 1981-1985 . . 5.4-6.2 4.0 3.5-4.1 8.0-9.0 4.7-5.1 
Employment 

1971-1975 DT 0.5 0.3 0.2 2.8 6.5 1.5 

1976-1980 1.3 0.6 0.5 р] 0.3 3.6 1.6 
Labour productivity “ 

1-Е. 6.1 6.1 6.0 6.3 Hes) 6.4 5.9 

Plan 1976-1980 . . 8.5 5.3 535 6.0 7.4-7.8  8.5-9.0 5.5 

1976-1980 4.6 4.0 4.4 4.6 3.8 6.0 2.8 
Fixed assets 

1971-1975 9.4 36) 6.5 8.1 9.7 12.3 8.6 

1976-1980 9.5 6.1 Sil IS 8.8 9.9 ell 
Capital intensity 8 

1971-1975 13) 4.8 6.2 7.9 6.7 55 7.0 

1976-1980 8.4 5.5 Sal 9.0 8.2 6.1 6.0 
Capital productivity < 

1971-1975 — 0.6 1 —0.2 = 0.6 0.7 ila! 

1976-1980 al Sed: =) = => 0.5 —2.9 
Total productivity % 

1971-1975 3.7 4.0 3.5 3.1 4.7 4.1 3.0 

1976-1980 ый 1,9 2.4 1.2 0.7 4.1 0.5 
Fixed investments 

1971-1975 5.9 7-1 4.0 6.2 21.9 12.3 6.8 

1976-1980 5.4 5:7 5:7 5.6 55) 9.6 3.4 


Source : National statistics and СМЕА year-books, plans and plan-fulfilment reports. 
Note : The figure in employment and labour productivity may differ slightly from officially reported changes because 


of differences in coverage and definitions. 
а Gross output per employee. 
» Fixed assets per employee. 
© Gross output-fixed assets ratio. 


а The figures for total productivity were obtained by combining the growth rates of labour productivity and capital 
productivity with weights of 0.6 in the case of the former and 0.4 in |the case of the latter. The relationship approximates 
that between the wage fund, imputed capital charge and an allowance for depreciation of fixed assets. 


cent (in the German Democratic Republic). The rise in 
Soviet industry was thus in the middle of this range (see 
text table). 


Growth of industrial production, 
labour and labour productivity, 1976-1980 


(Undices : 1975 = 100) 


Labour 
Gross output Labour productivity 

Bulgaria, ее 133.6 106.6 125.3 
Czechoslovakia... . 125.2 102.8 ал 
German Democratic 

Republic . . 0. < a" 127.0 102.5 124.0 
AUN@ary ee eee м - 118.0 94.6 125.0 
роза са: 124.4 101.6 120.6 
Romania. ..... 157.4 119.1 133.7 
Eastern Europe . . 130.1 в oF 
Soviet Union. ... . 124.4 108.1 115.1 
Eastern Europe and the 

Soviet Union . 125.9 


ee 
Sources: As for table 3.3.1. 


Such a rise in the scale of industrial capacities and 
production was mainly a result of increased labour 
productivity. With the exception of Romania, Bulgaria 
and the Soviet Union, in all other countries the rise in 
industrial employment was below 3 per cent for the whole 
five-year period. In Hungary, the number of employed 
even declined (—5.4 per cent). If compared with the 
five-year period 1971-1975, Czechoslovakia and the 
German Democratic Republic slightly stepped up the 
relative rise in industrial employment which, however, 
remained at a low 0.6 and 0.5 per cent annually. The 
considerable drop in Hungary refiected an increasing 
shortage of manpower in the economy as a whole. The 
biggest change took place in Poland. Over a period of 
only five years, Polish industrialization was transformed 
from a labour-intensive development process (the in- 
crease in industrial employment during 1971-1975 was 
14.6 per cent) into a zero manpower growth activity 
(in 1978 and 1979) which experienced an absolute decline 
in employment (—0.2 per cent) in 1980. During the 
whole period 1976-1980, the rise in employment exceeded 
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1 per cent only in 1977. In the two other east European 
countries, the rate of increase in industrial. employment 
was also considerably reduced: in Bulgaria, the drop 
was relatively modest—from a five-year growth rate of 
slightly over 14 per cent during 1971-1975 down to 6.6 per 
cent in the 1976-1980 period. Romania, with a 19 per 
cent increase in industrial labour during 1976-1980, 
has remained virtually the only country where indus- 
trialization is based on massive inputs of labour—in 
spite of the deceleration in its rate of increase by com- 
parison with the 36.6 per cent growth achieved in 1971- 
1975. In Soviet industry, employment rose by a slightly 
higher rate in the recent quinquennium (8.1 as compared 
with 7.8 per cent). 


Divergences in the rise of /abour productivity between 
the countries were smaller than in the growth rates of 
output and employment. Five east European countries 
stepped up industrial labour productivity at rates between 
the 20.6 per cent recorded in Poland and the 25.0 per- 
centage growth in Hungary. With a rise of 33.7 per cent, 
Romania recorded the highest rate. In Soviet industry, 
labour productivity rose by slightly over 15 per cent. 


A rise in fixed assets in industry during 1976-1980 
indicates that industrialization in that period required a 
relatively slower growth in fixed assets than in the pre- 
vious quinquennium, except in Bulgaria and Czecho- 
slovakia. Nevertheless, the annual average rate of growth 
was higher everywhere than the related rise in industrial 
output (see chart 3.3.1). The spread of annual average 
rates of growth was between the low 5.7 per cent for the 
German Democratic Republic and 6.1 per cent in 
Czechoslovakia and the high 9.9 per cent in Romania 
and 9.5 per cent in Bulgaria. Soviet industrial fixed assets 
rose by 7.7 per cent annually on average (see text table). 


The capital intensity of industrial expansion (i.e. fixed 
assets per employee), on the other hand, has been on the 
rise everywhere except in the German Democratic 
Republic. Measured in terms of fixed assets per em- 
ployee in industry, it rose most quickly in Hungary 
(by 53.9 per cent as compared with the 1975 level), 
Poland (48.2 per cent) and Bulgaria (47.2 per cent). The 
German Democratic Republic has been at the bottom of 
the range, with a relative rise of 28.4 per cent (as against 
a 35.1 per cent increase in the previous five-year period). 
Next came Czechoslovakia, with a rise of 30.8 per cent 
(as against 27.4 рег cent—-the lowest rise in the region 
in 1971-1975). 


Capital productivity in terms of the gross output-fixed 
assets ratio declined in all countries—though by a 


relatively small amount in Romania. Hungary, Romania 
and the Soviet Union recorded a decline in capital 
productivity even during 1971-1975, when it remained 
constant in Bulgaria; and in the following quinquennium 
the decline became much move apparent. The modest 
improvement in capital productivity during 1971-1975 
in Czechoslovakia, the German Democratic Republic 
and Poland was also followed by rather pronounced 
declines in the second half of the decade (see section 4 
on investment). In chart 3.3.2, this relationship has been 
demonstrated by capital output ratios (CORs are the 
inverse of capital productivity). The over-all trend, with 
the exceptions noted above, is for a modest increase in 
CORs which means a deterioration in capita! productivity 
during 1971-1975; this however became much more 
pronounced during 1976-1980 and especially in 1979 
and 1980. 


By combining the growth rates of labour productivity 
and capital productivity, a synthetic indicator of total 
factor productivity has been obtained. The change was 
positive in all countries during both five-year periods 
under consideration, but the rate of advance was lower 
in 1976-1980, which indicates a relative decrease in total 
productivity in most countries; only in Romania did it 
remain unchanged. 


Among industrial policies aiming at a rise in efficiency, 
an important place is given to the reduction of material 
costs. The consequent saving on material inputs aug- 
ments the resources available to increase the wage fund 
and profitability of industrial enterprises and of indus- 
trial production as a whole. Systematic statistical data 
are not available but the size and direction of changes in 
the material intensiveness of industrial production can 
be shown with good reliability by reference to changes 
in the ratios of net output to gross industrial output.1%® 


Changes in ratio of net output to gross output 
(Indices : 1975 = 100) 


Czecho- German Soviet 
Bulgaria Slovakia Dem. Rep. Hungary Poland Romania Union 
112.8 95.4 100.2 102.4 93.0 97.1 102.1 


Sources : As for table 3.3.1. 


133 Indices above 100 show the increasing share of net output in 


gross output and, consequently, the relative decline in the difference 
which mainly consists of material costs. Indices below 100 show 
the opposite trend, i.e. increasing material costs. 


Growth of fixed assets, fixed assets per employee and fixed assets-gross output ratio, 1976-1980 
Undices : 1975 = 100) 


—"—“—"X—NYS—XS!_!?S nk a= aa адд——————а—аздззд——зЭ—»_ 


Czecho- German Soviet 
Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 
Bixed-assetsi № 157.7 134.5 131.6 143.6 152.1 160.9 144.9 
Fixed assets per 
CNV OMK обо 147.2 130.8 128.4 153.9 148.2 136.7 133.8 
Fixed assets-gross 
output ratio(COR) . 118.0 107.4 103.5 Peay 122.2 102.2 115.9 


SK SSS 


Sources: Аз for table 3.3.1. 
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Industry: output and factor inputs 
Undices, 1968-1972 = 100) 


Industry: efficiency indicators 
Undices, 1968-1972 = 100) 


BULGARIA 


240 


180 


140 


129 


1970 1971 1972 


CZECHOSLOVAKIA 


1973 1974 1975 1976 1977 1978 1979 1980 


Gross output. 
Five-year plan target. 
Fixed assets: total. 
Net output. 
Employment. 


7 BULGARIE 


1970 1971 1972 


БОЛГАРИЯ 


180 


ЧЕХОСЛОВАКИЯ 


1973 1974 1975 1976 1977 1978 1979 1980 


Gross output рег employes. 
Five-year plan target. 

Net output/gross output ratio. 
Fixed assets per employee. 
Fixed assets/gross output ratio. 
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CHART 3.3.1 (continued) 


CHART 3.3.2 (continued) 


ГЕРМАНСКАЯ ДЕМОКРАТИЧЕСКАЯ РЕСПУБЛИКА 


GERMAN DEMOCRATIC REPUBLIC REPUBLIQUE DEMOCRATIQUE ALLEMANDE 


ра 


POLOGNE 


ПОЛЬША 


ИЕ СИ ihe ee crests! acme ere 
1970 9) 1972 193 1974 195 1976 197 1908 199 1980 1970 1971 


1972 1973 1974 1975 1976 1977 1978 1979 


1980 
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CHART 3.3.1 (concluded) 
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From country to country, trends were rather mixed 
during 1976-1980. In three countries—Czechoslovakia, 
Poland and Romania—the share of net material product 
declined in 1980 as compared with 1975, indicating that 
material intensiveness might have been on the rise. In 
the previous five-year peiod, the relative change for Poland 
and Romania in 1975 as compared with 1970 indicates 
a decreasing material intensiveness, which was very pro- 
nounced in the latter country (index = 105.4). In Hun- 
gary, the Soviet Union and especially in Bulgaria (index 
= 112.8) material intensiveness was also reduced. In the 
German Democratic Republic no real change occurred 
(100.2); compared with the previous five-year period this 


country reversed a rising trend in the ratio and began to- 


achieve industrial growth with decreasing material inten- 


ROMANIA 


CHART 3.3.2 (concluded) 


РУМЫНИЯ 


1970 — 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


siveness. The trend during the two five-year periods under 
consideration was also towards a further reduction of 
material intensiveness in Soviet and Bulgarian industry. 
In the latter country the change equalled 11 index 
points (index 112.8 as against 101.8 in the previous 
five-year period). In Hungarian industry, material 
intensiveness was reduced but to a smaller extent than in 
the previous five-year period (102.4 as against 105.6). 

Аз a result of a more rapid rise in industrial production 
relative to the rest of the material sphere, the already high 
share of industrial production rose further in Bulgaria, the 
German Democratic Republic, Hungary and Romania in 
1979. A slight decrease in the share took place in Czecho- 
slovakia and the Soviet Union and a similar but somewhat 
smaller change also occurred in Poland (see text table). 
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Share of industrial net output in net material product 
(Percentage share: total NUP = 100) 


Ia ce kV Re at er A ee 


Czecho- German Soviet 

Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 

Ос eas Sila! 62.1 5/55) 44.1 54.6 58.6 51.1 
1975 ое GR ее 52.1 65.7 59.1 46.2 59.6 У 52.6 
ents, Aa NMS, eat 56.6 64.3 61.0 48.1 52.8 59.5 51.6 


Source: CMEA Statistical Yearbook, 1980, р. 44. 


The 1981 Plans provide for the acceleration of indus- 
trial production in all countries except Czechoslovakia, 
where the target rate of 2.9 per cent growth is 0.3 of a per- 
centage point below the rate attained in 1980. In the 
longer term, an acceleration to 4 per cent growth annually 
has been envisaged during 1981-1985 in the preliminary 
proposals of the five-year plan. As in the previous period, 
priority in 1981 will be given to engineering (5.5 per cent 
increase) and chemicals (7 per cent). Growth in the light 
industries is planned to slow down by comparison with 
1980. A modest acceleration in over-all growth of 0.3 per- 
centage points is envisaged by the 1981 plan in the German 
Democratic Republic (target rate 5 per cent). A more pro- 
nounced 1.6 percentage point increase to 5.6 per cent (as 
compared with 4.0 per cent in 1980) has been provided in 
the Bulgarian annual plan for 1981. This figure is within 
the 5.4-6.2 per cent target range of growth rates for 1981- 
1985 stipulated in the Draft Directives for the eighth five- 
year plan issued at the end of January 1981. Priority 
branches are electrical power, ferrous metallurgy, engin- 
eering and chemicals, with target rates of 7-11 per cent. 
A slowdown is planned in the light and food-processing 
industries, where rises of 2.4 and 3.5 per cent respectively 
are envisaged. 


Three other east European countries have planned a 
considerable recovery in industrial expansion for 1981. 
In Romania, the rate of 8.1 per cent growth is about 
1.6 percentage points higher than in 1980, and is within 
the range provided for the 1981-1985 period. Recovery 
from negative growth is planned in Hungary, but the 
target rate of 3-3.5 per cent is slightly below the planned 
pace of industrial expansion for 1981-1985. As the final 
plan for 1981 has not yet been adopted in Poland, the 
rate of 1 per cent refers to the target proposed in the 
draft plan released in December 1980. Engineering and 
chemicals will lead industrial expansion in both Hungary 
and Poland. The Soviet Union has planned an accelera- 
tion of 0.5 percentage points in over-all growth (target 
rate 4.1 per cent). The plan provides for a slightly faster 
rise in the growth of consumer goods relative to output 
as a whole. The annual targets fall within the range of 
the five-year plan objectives (4.7-5.1 per cent growth) 
detailed in the Draft Directives for the eleventh five-year 
plan. 


In none of the plans are there any provisions which 
would bring about marked changes in industrial employ- 
ment. Hungary anticipates a further decline, and most 
other countries a modest increase of below 0.5 per cent. 
Only Romania has provided for a 1 percentage increase 
in the industrial labour force, which is, however, a mar- 
kedly smaller rise than the 2.3 percentage increase in 1979. 
Thus, industrial labour productivity should climb, by and 


large, slightly below the rates of growth of output, except 
in Hungary, where it should exceed the planned rise in 
output. 


(i) Developments in the Soviet Union 


Gross industrial production in the Soviet Unior in- 
creased at a rate of 3.6 per cent in 1980, a slight accelera- 
tion in relation to the preceding year (0.2 percentage 
points). The rise of output in producer goods industry 
branches was only slightly larger in percentage terms than 
that of the consumer goods sector, reflecting the increas- 
ing attention paid to the production of consumer goods. 
Industrial expansion slackened as compared with 1979, 
but the slowdown was more pronounced in the production 
of producer goods; the spread between their relative rise 
was reduced from 2.5, 0.7 and 1.3 percentage points in 
the years 1976-1978 to only 0.2 of a percentage point in 
1979 and 1980. The plan for 1981 envisages higher rates 
of growth of consumer goods production for the first time 
in a long period (see text table). This is also the policy 
option retained in the draft guidelines for the five-year 
plan period 1981-1985, which stipulated a 27-29 per cent 
increase over the five years in industrial consumer goods 
as against a 26-28 per cent increase in producer goods. 


Soviet Union: growth of gross industrial production 
by type of goods 


(Annual percentage change) 


Plan 
1976 1977 1978 1979 1980 1981 


Producer 2000S imei 95 5.9 5.3 35 3.6 4.1 
Gonsumer ZoodS a та З® mS. 2 2 533 5 м 


Sources : As for table 3.3.1; annual plans and plan-fulfilment reports. 


The acceleration in industrial growth was widespread 
in the individual branches in 1980. The greatest step-up 
was in the growth of chemicals—from 2.6 per cent in 
1979 to 6 per cent in 1980. A recovery from declining 
performance in 1979 took place in the wood and wood- 
processing industries, and a marked but more modest one 
in construction materials. Electricity and fuel output 
rose by 5 per cent. Performance in engineering was 
marked by a high 6 per cent rate of expansion, but it was 
the lowest percentage increment in this branch recorded 
during 1976-1980. Light industries, with a 3 per cent 
increase in 1980, performed somewhat better than in the 
preceding year. The food-processing industries recorded 
a slight decline of —0.3 per cent (see table 3.3.3). 
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Trends in industry 


Soviet Union: output of some major industrial products 


(Physical units) 
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In the energy sector, the output of natural gas rose 
rapidly by 7 per cent. Output of crude oil achieved 
603 million tons, i.e. 3 per cent more than in 1979 (table 
3.3.4). The decelerating trend in coal output since 1978 
was not reversed. A negative rate of 0.3 per cent in 1980 
is associated with coal output of 716 million tons. Fol- 
lowing the completion of power stations in 1979 and 1980, 
electricity generated rose by 5 per cent in accordance 
with the plan target. The relative rise of aggregate primary 
energy production 14° in 1980 can be estimated at around 
3 per cent. The plan for 1981 provides for an increase in 
power generation of 40 billion kwh, and also increments 
of 22 million tons of coal, 7 million tons of oil and 23 bil- 
lion cu.m of gas. 


In ferrous metallurgy, output of raw and finished steel 
declined somewhat by comparison with 1979. Steel pipe 
production remained at the 1979 level. It has been re- 
ported that the working up of new plants to full capacity 
operation was lagging behind the plan. Modernization 
and structural changes in the production assortment pro- 
gressed more slowly than planned. The plan for 1981 
stresses the necessity of speeding up the reconstruction of 


149 Coal, oil, gas and hydro-electricity excluding peat, oil, shale 
and wood. 


- 1976 1977 1978 1979 1980 1980 И 
Electricity (billions оГ КИ)... ....... 1 111.6 1 150.1 1 201.9 1 238.0 1 295.0 1 295.0 1 335.0 
‘Coal Gnillionsiof-tans) eee moar Bo terior, be fucks 711.5 722.1 723.6 718.7 745.0 716.0 738.0 
° Crude ой (nillions of tons). . 2... 519.7 545.8 571.5 585.6 606.0 603.0 610.0 
Natural gas (billions орт?) .......... 321.0 346.0 32:2 406.6 435.0 435.0 458.0 
Steel (millions of tons). ............ 144.8 146.7 151.4 149.1 157.0 148.0 о 
Finished steel (millions of 1015). ........ 101.4 102.1 105.4 103.2 109.0 103.0 109.2 
Steel pipes (millions of tons) . ......... 16.81 17.02 17.55 18.2 18.5 18.2 18.5 
Electric power generators (thousands of MW). . . 16.6 17.9 18.2 17.0 Bs 
Turbines (thousandsof MW). ......... 19.6 19.0 18.3 20.0 20.3 
Motor cars (thousands) ............ 2 025 2 088 2151 2 173 2 199 
of which : 
Passenger ry о be oh: pi celseh 1 239 1 280 1312 1314 1 327 ь 
О КИ ЗОН скор fs 716 734 762 780 787 я 
ВОО cen tes tee Ро 70.1 74.6 77.4 79.2 
Расе НОНО ее eee cate ee 562 564 576 577 ae ste 
Mineral fertilizers @ (millions of tons) ..... . 92.2 96.8 98.0 94.5 104 113.8 
Plastic and resins (thousands of tons) ...... 3 058 3 309 3 516 3 478 3 600 4 300 
Synthetics and artificial fibres (thousands of tons) . 1020 1 088 1 131 1 100 1 200 1 300 
Cement (millionsiof.tons)) 5 124.2 127.1 127.0 123.0 = 125 128.5 
Commercial timber (millions of m®) . . . . . . . 302.1 296.0 283.6 273.0 tis 215 
Pulp (thousands of 10п5)............ 7 024 7 448 7 581 ae ae exe 
Paper and cardboard (thousands of tons)... . . 8 916 9 064 9 236 8 729 9 500 5 300 ¢ 
ba bricsA(Di ONS, ой asus Gee siete) clon coy ome em 10.28 10.41 10.65 10.66 A 10.7 
Meat © (thousands of tons) ........... 8 368 9 118 9 581 9 582 : 9 335 * 
Sugar (millions of tons)... 2... 1. eee 9.25 12.04 12.21 10.65 ee 10.1 
Sources: As for table 3.3.1. < Conventional units. > Industrially processed. © Paper only. 


key capacities and provides for measures to decrease 
metal consumption per unit of output. Special attention 
is paid to the programme of technological reconstruction 
and re-equipment, and financial resources for investment 
are 11 per cent higher than in the 1979 plan. 


Within engineering and metal-working (which recorded 
a 6 per cent rate of growth in 1980) there is a wide spread 
of rates of growth by sub-branches (see text table overleaf). 
This reflects two sets of factors—deficiencies in supplies of 
the necessary inputs, and also the difficulties of moderniz- 
ing equipment and introducing technological innovation; 
this is not progressing satisfactorily according to many 
sources. 

Heavy industry and transport machinery recovered 
from their low performance in 1979. But the percentage 
growth in machinery and equipment for the power indus- 


141 The policy of qualitative improvement in the iron and steel 
industry was stressed by L. Y. Brezhnev in his speech to the plenary 
session of the Central Committee of the CPSU on 27 November 
1979: “The results show the main orientation for future development 
in the iron and steel industry—namely that at the present level of 
production quantitative increases are not as important as qualitative 
improvements and the broadening of the product range.” Kom- 
munist, No. 17, pp. 6-8. See also: Economic Commission for 
Europe: The steel market in 1979, ECE/Steel/29, United Nations, 
New York, 1980, p. 25. 
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Soviet Union: output of the engineering and metal-working industries 
(Annual percentage change) 


Output by ministry 1978 1979 1980 


Heavy industry and transport industry ... 60 0.8 3.0 
Machinery and equipment for power industry 5.0 4.0 0.9 
Equipment for construction, road-building. . 3.0 40 2.0 
Machine building for chemical and petroleum 

Не о а esos 6.0 6.0 5.0 
Machine-tool industry 
Motor-vehicle industry 


Tractors and farm machine building .... 60 4.0 3.0 
Machine building for light industry, food in- 
dustry and household appliances... . . 60 40 5.0 


Electrical equipment industry 
Instrument-making, automation systems and 
control systems 
Machinery for livestock breeding and fodder 
production 


Source : National statistics and plan-fulfilment reports. 


try—one of the priority sub-branches—fell sharply, the 
0.9 per cent rate recorded being the lowest in the entire 
engineering complex. In most sub-branches, growth rates 
were lower in 1980 than in the previous year, which 
resulted from the already mentioned slowdown in the 
expansion of engineering output which had started in 
1979. 


Similar tendencies can be seen with reference to the 


output of selected product categories (see following text 
table). 


Soviet Union: output of selected categories of products in 
engineering and metal-working industry 


(Annual percentage change) 


1978 1979 


Equipment for chemical industries 6.1 4.2 —1.0 
Equipment for light industries . . 7.0 

Equipment for food processing . . 2.4 5.1 3.0 
Automation systems. ...... 12.1 11.0 10.0 
Computers and computer parts. . 21.1 14.7 14.0 
Metal-cutting machines .... . 9.1 4.9 5.0 
Forging and pressing machines . . 9.3 6.7 4.0 
Agricultural machinery .... . 8.0 4.2 3.0 


Source : National statistics and plan-fulfilment reports. 


In the chemical industry, new capacities were brought 
into operation in 1980. They helped recovery from a 
relatively weak performance in 1979 (2.6 per cent rate of 
growth). Within the 6 per cent increment for the branch 
as a whole, the output of mineral fertilizers rose by 10 per 
cent and for other priority items such as plastics and 
resins, as well as synthetics and artificial fibres, by 3.5 per 
cent and 9.1 per cent respectively following virtually zero 
growth in 1979. 


Modest progress has been reported in the wood-working 
and paper industries where output grew at a rate of 2 per 
cent. The increase in the. production of commercial 
timber was less than 1 per cent. In most sub-branches 
insufficient utilization of existing capacities and delays in 
investment gestation periods were reported on several 
occasions. 


Output of light industry increased by 3 per cent. Pro- 
duction of fabrics remained unchanged. The value of 
ready-to-wear clothing rose by 5 per cent. For other 
consumer goods such as furniture, glass and china, growth 
rates of 5-9 per cent were achieved. The highest (25 per 
cent) rate of growth was achieved in the production of 
colour television sets. Total production of “cultural and 
amenity goods” rose by 8 per cent, the best performance 
seen during 1976-1980. 


Output of cultural and amenity goods 2 
(Annual percentage change) 


1976 1977 1978 1979 


7.2 7.6 7.6 5.0 8.0 


Sources: Аз for table 3.3.1. 
а All consumer durables and household goods excluding passenger cars. 


The food industry in 1980 suffered from the weak 
performance of agricultural output in 1979. Total out- 
put declined slightly (—0.3 per cent) as compared with 
the previous year. Important basic foodstuff products 
such as meat, plant and animal fats and sugar were below 
1979 production levels. Output of some specific items 
decreased by 2-6 per cent. 


Concerning developments in raising the quality of 
output, further progress was reported. Output of indus- 
trial goods with the State sign of highest quality increased 
by 16 per cent. The number of articles bearing the quality 
mark doubled to 88,000 during 1976-1980, and a new 
system for attesting the quality of industrial goods came 
into effect on 1 January 1981. In 1980, 3,500 new pro- 
ducts were put into mass production and a total of 1,800 
obsolete items were withdrawn. 


In the Byelorussian SSR industrial production con- 
tinued to rise rapidly, but the rate of 6 per cent was 
below the rates achieved in 1976-1979. Labour pro- 
ductivity increased by 4.1 per cent, which indicates that 
industrial employment rose by more than average for 
the country as a whole—by 1.8 per cent in the first case 
(compared with 1 per cent for the whole Soviet Union) 
in 1980. However, the deceleration of industrial employ- 
ment growth in 1980 in relation to the previous year was 
very pronounced. The chemical and petrochemical 
industry expanded rapidly—by 12 per cent following the 
9 per cent increase in 1979. Among sub-branches of 
engineering, output of instrument-making, automation 
and control systems, as well as machinery for livestock 
breeding and fodder production, grew at rates of 10 per 
cent. Similar rates of growth were reported for machine 
building and metal-working. A considerable slowdown 
was registered in the fuel industry, where the growth rate 
fell from 15 per cent in 1979 to 2 per cent in 1980. Energy 
output increased by 4 per cent. Light industry expanded 
at a 4 per cent rate, nearly the same as in 1979, but the 
growth rate was negative (—2 per cent) for the food 
industry. 


The 1981 target for industrial growth indicates that 
industry in this republic is going through a period during 
which reconstruction and modernization are taking place; 
the draft guidelines for the five-year plan 1981-1985 pro- 
vide for a 4.7 per cent average annual growth of the 


Trends in industry 


republic’s industry. Thus the. slowdown envisaged for 
1981 should be of a short-term character, with higher 
target rates planned thereafter. 


Industrial production in the Ukrainian SSR rose 
during 1980 by 2.2 per cent, or 1.4 percentage points 
below the rate for the country as a whole. The outcome 
in 1980 reflects weak performances in metallurgy, con- 
struction materials and food processing; in all of them 
output fell below the absolute 1979 level. Production 
of raw materials, semi-finished and finished goods also 
fell short of plans, and the same was true for coal, steel, 
mineral fertilizers and meat. Good results were achieved 
in the chemical and petrochemical branch, and in 
engineering and metal-working, where output increased 
by 5 and 6 per cent respectively. 


Labour productivity in industry rose by only 1.1 per 
cent. It contributed only 50 per cent to the rise of 
industrial output; this was much lower than the corres- 
ponding shares in the Byelorussian SSR (around 68 per 
cent) or for the Soviet economy as a whole (over 72 per 
cent). The contribution of labour productivity changes 
to the rise in output in 1980 was higher than in previous 
years of the 1976-1980 period, but it was below 60 per cent 
in most years. This indicates not only a slow rise in labour 
productivity, but also the high labour intensity of the 
Ukrainian industry. The slowdown in industrial employ- 
ment has not been compensated by a step up in the per- 
centage rise in labour productivity; indeed industrial 
labour productivity since 1977 decelerated at steeper 
rates than employment. The plan for 1981 envisages a 
speed-up of industrial expansion to a moderate 3.5 per 
cent rate. The draft guidelines for the republic’s five-year 
plan for 1981-1985 provide for a new orientation in 
industrial development policy, and an acceleration of 
industrial growth has been targeted. 


(ii) Developments in eastern Europe 


Bulgaria. Gross industrial production slowed down 
markedly compared with previous years. The 4 per cent 
rate of growth in 1980 was 1.4 percentage points below 
the 1979 rate and 2.9 percentage points below that in 
1978. The main reasons for the slowdown were stated to 
have been delays in commissioning plant in some large 
projects in heavy engineering and also in completing the 
reconstruction of plant in ferrous metallurgy; supply 
difficulties ; and a slowdown in labour productivity growth. 
In the agriculture-related branches, a decline in agri- 
cultural gross output also probably had a negative 
influence. Data on the performance of industrial branches 
in 1980 are only available on the basis of performance by 
industrial ministries. The ministries of energy, chemical 
industry and electronics expanded output at rates 
exceeding 8 per cent. Only the National Agro-Industrial 
Union recorded a decline (— 0.8 per cent). Other ministries 
recorded below-average growth rates compared with 
total industrial output (see text table). 


Data on industrial employment indicate a steep de- 
celeration in the growth of employment—from a 1.7 per 
cent rise in 1978 down to 0.3 per cent in 1980. The slow- 
down has not been compensated by changes in labour 
productivity, which also followed a falling trend and 
declined from a 6.6 per cent rate of growth in 1975 
to 3.7 per cent in 1980. The plan for 1981 envisages an 
acceleration at a rate which should fully make good the 


129 


Bulgaria: Changes of gross production in selected ministries 
(Annual percentage change) 


a А,/С/—С/—А ААА А//——С——. 


IMInistry;0f Cher ру оо a er nee 9.6 
Ministry of chemical industry. ........ 9.7 
Ministry of machine building. » ....... 4.5 
Ministry of electronics and engineering ... . 8.1 
National Agro-Industrial Union»... ... . — 0.8 
Ministry for construction and building materials 3.3 
Ministry for metallurgy and mineral resources . 2.4 


Source: Plan-fulfilment report 1980. 


slowdown in 1980. The target rate of 5.6 per cent is 
within the range of 5.4-6.2 per cent rise laid down in the 
guidelines submitted to the Twelfth Congress of the 
Bulgarian Communist Party relating to the five-year 
plan for 1981-1985. 


The energy and fuel branch developed rapidly. Coal 
production rose by 6.9 per cent and electricity generation 
by 7.3 per cent. At the end of 1980 a new block was put 
into operation at the nuclear power station in Kozloduy. 
In addition to the two already operating thermal power 
stations of 1,100 MW in the Maritsa-East lignite field, 
a new complex of three stations with a total capacity of 
840 MW will be built in Maritsa-East in 1981. 


In the chemical industry, soda production decreased 
by 1.3 per cent, but nitrogen fertiliser output and plastics 
production grew at 7.9 and 37.3 per cent respectively. 
The over-all rise in output of the chemistry branch was 
around 9 per cent in 1980, and a target rate of 11 per cent 
has been set for 1981. 


In engineering and metal-working, the 7.3 per cent 
rate indicates a recovery from the low rate of 5.5 per cent 
achieved in 1979, but the two-digit expansion rates 
recorded during 1976-1978 are far from being attained. 
The target rate for 1981 is slightly higher than 8 per cent. 
The high priority given to the engineering branch in 
development policies is illustrated by the 11 per cent 
growth in investment by this branch in 1980. Engineering 
products are important export items, and exports of 
machinery and equipment rose about 16 per cent in 1980. 
For building materials, data are available only for the 
production of cement, which declined by 0.8 per cent in 
1980. In the 1981 plan the highest priority is given to 
ferrous metallurgy. It seems that the recent stage of 
modernization and reconstruction of the industry has 
been largely terminated, and the target rate for 1981 has 
been set at a 10.1 per cent increase. 


Czechoslovakia. Gross industrial production increased 
by 3.2 per cent in 1980, a rate which reflected a further 
deceleration of output growth. Difficulties in energy 
supplies which affected the performance of the whole 
national economy in 1979 continued in 1980 as well, but 
were a great deal less acute. The main reason for the 
decelerating trend in industrial expansion in Czecho- 
slovakia was a slowdown in labour productivity. This 
started after 1977, in which year the growth rate amounted 
to 5 per cent. In 1980, just half that rate was reported. 
Industrial employment in Czechoslovakia has increased 
at the modest and stable rate of around 0.7 per cent rate 
during the whole of the 1976-1980 period. The plan for 
1981 envisages a marked decrease in the rate of growth 
of industrial employment (to around 0.3-0.4 per cent), 
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which implies the necessity of maintaining labour pro- 
ductivity growth at the same rate as in 1980. For gross 
output, the 1981 target rate has been set at 2.9 per cent, 
indicating that the continuation of a decelerating trend 
is envisaged by the plan. Apparently the year 1981 is 
expected to witness not only the full introduction of new 
economic and industrial mechanisms at enterprise level, 
but also a major reorganization and restructuring of 
industry in order to adapt it to new conditions. It has 
been reported that the proposed annual average rate of 
growth for industry during 1981-1985 will be around 
4 per cent. This will entail a considerable step up in 
industrial productivity. 


The level of coal production decreased further in 1980, 
and did not exceed the 1978 level. Electricity generation 
rose by 6.8 per cent. The recovery from a decline of 
11 per cent in 1979 was only partially achieved, but it 
contributed greatly to the improvement in total energy 
balances, 


Output in metallurgy increased only by 1.2 per cent due 
to limited resources of iron ore, raw materials and 
metallurgical coke. Special attention was paid to the 
problem of high metal consumption. It has been reported 
that Czechoslovakia has the highest iron and steel con- 
sumption per capita in the world, using around 30 per 
cent more metal per unit of industrial output than other 
developed countries. A 3 per cent target rate of output 
growth was stipulated in the 1981 plan for this branch. 


The chemical industry developed its total production 
by 2.7 per cent in 1980; growth rates in the main product 
groups ranged between 2.2 per cent and 8.9 per cent. 
Production of chemical fibre rapidly increased. The 
biggest investment project of the chemical industry 
during the period 1976-1980—the second petrochemical 
complex at Litvinov—has been put into trial operation. 
Thus, the plan target rate of growth for the industry in 
1981 has been stepped up to 7 per cent. 


Output in the engineering and metal-working industries 
grew by 4.6 per cent in 1980. In heavy machine building 
the percentage rise was 3.7 per cent, and in machine 
tools—4.8 per cent. The fastest growth was recorded for 
the output of microelectronic circuits, with a 51.9 in- 
crease; there were rapid advances in the output of data 
processing equipment—at a rate of 11.5 per cent; earth- 
moving and construction machinery (which grew at the 
same rate); while the manufacture of equipment for 
nuclear power stations increased by 8.4 per cent. In the 
reorganization of industry in Czechoslovakia, a key 
strategic role has been given to engineering. The direc- 
tives provide for improvements in the technical level of 
engineering products to advanced world standards and 
for the promotion of export capacities. Reference was 
made to the fact that the participation of Czechoslovakia 
in world trade in engineering products has consistently 
fallen—from 2.78 per cent in 1965 to only 1.5 per cent 
in recent years. The plan target for 1981 envisages a 
5.5 per cent rate of growth in the output of engineering 
as a whole—a slight acceleration by comparison with 1980. 


The building materials industry expanded at a rate of 
4.4 per cent. In light industry a growth rate of 3.8 per 
cent was recorded. A further deceleration of growth was 
registered by the food industry, where output grew by 
only 1.7 per cent. 


The German Democratic Republic. Industrial output 
measured in terms of “industrial commodity рго- 


duction” rose by 4.7 per cent in 1980, or by virtually the 
same percentage rates as in 1979. After a low 3.7 per cent 
rate of growth in 1978, industry in the German Demo- 
cratic Republic increased by about 1 per cent faster than 
in 1978 in both years. Output growth has primarily 
resulted from increased labour productivity: indeed, in 
1980 virtually the whole increase in industrial output 
must have been a result of rises in labour productivity 
as employment growth was virtually stagnant (0.1 per 
cent increase). The German Democratic Republic is 
not a country with ample labour resources. Though it 
managed to increase industrial employment by roughly 
0.5 per cent in 1978 and 1979, increases of even 0.1- 
0.2 per cent seem unlikely in the longer term. Industrial 
growth will then depend entirely on changes in labour 
productivity. 


The recoveries in 1979 and 1980, and the further 
acceleration (5 per cent target rate) scheduled for 1981 
have been the result of industrial reorganization measures 
(the establishment of large industriai combines) and 
improvements simrltaneously undertaken in managing 
resources—in particular the achievement of savings in 
all types of inputs and the promotion of industrial waste 
and secondary raw material recycling processes. 


These measures resulted in a 5 per cent reduction in 
the consumption of main types of energy, raw materials 
and semi-manufactures per unit of output by comparison 
with the previous year (see text table). 


Material consumption per 100 mark commodity production 


(1970 = 100) 
Average 
annual 
percentage 
1975 1978 1979 1979 :1975 
BICCtriCiLY We Son pe suse a 88 81 78 —3.0 
Important energy and other ma- 
terials в РОО: 87 79 75 —3.6 
Rolled steel in metal manufac- 
turing” Seer sey eats 81 68 64 ый 


Source : The German Democratic Republic Statistical Yearbook 1980. 


Some notion of the structural patterns of industrial 
growth in this country can be obtained from the plan 
figures by industrial ministries (see text table on next 
page; as in the previous year, no adequate data on actual 
performance in 1980 are available.) 


Data show that the highest priority was given to the 
electrical engineering and electronics industries. For 
those industries the target rate for 1981 has been set at 
8.9 per cent; this was exceeded only by the target rate 
for machine tools and metal-working machinery, 
another high priority sector. After 1979, targets provided 
for a slowdown in the coal and energy sector, with a 
rather low target rate of 3 per cent for 1981. An ac- 
celerated expansion is envisaged for 1981 in the light and 
food processing branches and in local industry. Elec- 
tricity output rose by 2 per cent. Brown coal extraction 
increased by 0.9 per cent, bringing output up to 
258 million tons. The extraction of approximately 
262 million tons is planned in 1981. 
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German Democratic Republic: planned growth of commodity output by industrial ministries 
(Annual percentage change) 


Е а Ве area serail per oem eas he: 


Ministry 1978 1979 1980 1981 

Copljand energyimerih tree. Et oye in, СИ." 4.8 4.9 4.4 3.0 
Ore mining, metallurgy and potash ......... 3.4 2.9 4.3 5.8 
(Chemicals. ль Кор: ae daieete: *. COU: 6.7 5.8 57 6.3 
Electrotechnical engineering and electronics. . .. . . 8.7 8.7 hs 8.9 
Heavy engineering and complete installations . ... . 6.7 6.2 6.0 3.9 
Machine tools and metal-working machinery .... . 8.0 US 7.8 9.1 
General and agricultural engineering and vehicles . . . 6.7 7.9 7.1 7.8 
ВО у А: М9 о. 5.9 3.9 2.4 4.0 
Glass;andicetamicsms 5... ee ee ks 6.9 5.0 6.2 Sel 
Food processing and local industry ........., 5.9 5:5 4.4 6.2 
Ota lees here aN ee ен eae 5.0 5.8 5.4 5.8 


Source: National plans. 


In metallurgy, output in most product groups expanded 
at growth rates of between 1.4 and 4.5 per cent; steel 
pipe production grew by 14.1 per cent. The chemical 
industry increased its output of nitrogen fertilizer by 
7.4 per cent and important basic chemical products, 
such as polyvinyl chloride and high-pressure polyethy- 
lene achieved growth rates of more than 30 per cent by 
comparison with 1979. In electronics, the output of 
semi-conductors and modules increased by 20.6 per cent 
and production of integrated circuits surpassed the 1979 
level by 28.1 per cent. The three ministries of engineering 
and machine building stepped up output in most product 
groups by between 6 and 10 per cent. Special attention 
was paid to the production of goods designed for 
rationalization and exports. Textiles, clothing and 
furniture production rose at rates of 2-5 per cent. No 
data are available for the food industry; a slight increase 
(estimated at 1.5-2.0 per cent) may have taken place. 


Hungary. Industrial policy in 1980 was in line with 
policies aiming to re-establish external and internal 
balances. Policies pursued in 1979 were continued. The 
restoration of the pace of industrial expansion (which 
hesitated in 1979 with a fall in the rate of growth from 
4.9 per cent in 1978 to 3 per cent in 1979) was not a 
policy objective for 1980 and a very modest acceleration 
(of 0.5 percentage points) was envisaged. However, 
actual trends were somewhat less favourable, and a 
decline of 1.7 per cent in total output was recorded for 
the year. Data for 1980 show that output in most in- 
dustrial branches fell compared with 1979. Only elec- 
tricity, construction materials and some sub-branches in 
light industry recorded positive rates of change. Light 
industry on the whole stagnated. 


Hungary was the only country in the region where 
industrial employment declined during the whole period 
1976-1980. The decline started as early as 1975. Com- 
pared with that year, the level of industrial employment 
in 1980 was 5.4 per cent smaller—a loss of about 
90,000 workers. Consequently, the whole increase in 
NMP depended on an increase in industrial labour pro- 
ductivity. In fact productivity did rise by rates exceeding 
those for output increases, but the annual percentage 
changes gradually decreased, following the decelerating 
trend in industrial expansion in terms of gross output. 
It has been reported that great attention has been paid 


to economizing on materials and energy, and that these 
measures have brought good results. On the other hand, 
because of reduced production, many industrial plants 
operated below full capacity with consequent adverse 
effects on plans to reduce unit costs. For 1981, an upturn 
in the pace of industrial expansion is envisaged at rates 
slightly below the plan target for 1980. The 1981 target 
(3.0-3.5 per cent) is apparently of a short-term character, 
as the rate of growth planned for the period 1981-1985 
has been set between limits of 3.5-4.1 per cent. The 
deciining trend in employment is expected to continue. 


The reasons for such developments in industrial pro- 
duction are very similar to those in other east European 
countries: shortages in supplies of energy and some 
material inputs, the slow process of re-organization and 
modernization of plant which is closely associated with 
reduced availability of resources for investment, and 
also policy oriented to eliminate lines of production which 
yield low profitability or which are subsidized. From 
that point of view, Hungary’s industry is passing through 
a transitional period, the length of which will depend 
essentially on developments in the economy as a whole. 
New measures and policy instruments—the so-called 
“economic regulators”, in particular new producer 
prices—were introduced with a view to speeding up 
reconstruction, restructuring and modernization. 


Despite some setbacks, the structure of industrial 
deliveries corresponded with plans. Deliveries for invest- 
ment and consumption in 1980 decreased, while those 
for exports increased as compared with 1979 (see following 
text table). 


Industrial deliveries in constant prices 
(Annual percentage change) 


Domestic Other 
Total trade Exports Investment purposes 

1973s. ен 4.7 4.7 2.6 16.3 4.9 
TOE Nese ancien ae 3.6 2.6 13.7 — 0.5 — 0:2 
TOSOG rae ica. ah 3.4 2.6 — 22.4 95 


Source ; National statistics. а 10 months. 
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Poland, Industrial production declined by 1.3 рег cent 
in terms of sales in 1980 as against the preceding year. 
After some recovery from difficulties in 1979 during the 
first half of 1980—in which the value of market production 
rose by 7 per cent in comparison with the corresponding 
period of 1979—a sharp decline in output took place 
during the second half of the year due to the social events 
leading to breaks in continuous work in almost all 
branches of industry. Production fell in August by 
10 per cent, in September by 2 per cent and in October 
by more than 3 per cent compared with the same months 
of 1979. Breaks in coal and energy production and 
supply-induced chain reactions resulted in a steady 
worsening in industrial supply, which ultimately affected 
all sectors of the economy. 


It has been reported that the normal rhythm of indus- 
trial performance had not been resumed by the end of 
the year under review. The above-mentioned events, 
which have had extremely deleterious effects on Polish 
industry, occurred in the period when internal and 
external imbalances were of such an intensity that the 
operation of the economy at normal capacity was not 
possible. The attempt in the first half of 1980 to reverse 
the steeply decelerating trend of industrial growth, which 
started at the beginning of the 1976-1980 period, was not 
successful. 


Industrial gross output fell from a 12.6 per cent rate 
of growth in 1975 to 2.7 per cent in 1979. As early as 
1975 it was evident that the period of industrialization 
based on ample labour reserves had come to an end. 
The percentage rise in industrial employment had already 
slackened from an annual average of 3.3 per cent in 
1966-1970 to 2.6 per cent in the subsequent five-year 
period—and only 1.6 per cent in 1975. The five-year plan 
for 1976-1980 envisaged a further radical drop to an 
annual average of 0.7 per cent. In fact, the drop was 
much sharper (annual increases amounted to an average 
0.3 per cent only). Indeed, if the exceptional increase in 
industrial employment in 1977 is excluded, in all other 
years of the five-year period 1976-1980 employment 
remained virtually flat with some tendency to decline. 
Thus, industrial expansion was completely dependent 
on changes in labour productivity. 


Intensive industrialization in the first quinquennium 
of the 1970s based on massive imports of machinery and 
technological innovations, could not be continued in 
subsequent years. The investment resources allocated to 
industry were greatly reduced, to an even greater extent 
than for the economy as a whole. Within such reduced 
resources for industrial investment, capital expenditures 
in the energy and fuel complex and, though to a lesser 
extent, in the consumer goods branches, were singled out 
for priority. The structure of production, already dis- 
torted, was unbalanced even more. The supply of 
material inputs—home-produced and imported—was 
reduced in relative and sometimes in absolute terms. 
The adverse effects of these factors, and the modest 
results yielded by technical innovation policies combined 
with the resistance of existing institutional arrangements 
to any adaptation to new conditions resulted in a 
notable and steep deceleration in labour productivity. 
This can now be regarded as a synthetic indicator of the 
worsening imbalances and the low degree of adaptability 
of Polish industry. 


Data on plans for future developments are not available. 
A 1 percentage point increase in industrial output was 
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proposed in the draft plan for 1981 which had not been 
approved at the time of writing; it seems that the whole 
strategy of industrial development, as of economic 
development, was subjected to substantial revision, and 
had not yet reached a stage where the final options had 
been selected. 


The greatest difficulties in 1980 occurred in energy— 
particularly in coal production—and in the engineering 
industries, where considerable shortfalls in deliveries for 
internal use and for export made themselves felt. In- 
dustrial sales 142 at current prices rose by 4.6 per cent in 
the first 10 months of 1980 (see text table). The data 
imply a decline in volume terms due to the rise in pro- 
ducer prices which can be estimated at something above 
6 per cent. 


Industrial sales by branches in current prices 
(Annual percentage change) 


1978 1979 Pian 1980* 1980 

Total eke си ал 8.3 3.8 3.0-4.2 4.6 
Energyii. fo о see ee 5.0 P| 3.6 = 5 
Metallurgy eres 6.6 0.7 3.3 —6.1 
В ооо 11.2 5.5 5:1 15 
Серия сы. саба: 7.6 3.7 3.5 6.1 
Minerals and construction . 6.6 =) 5.8 ЕЙ 
Wood) Ра ре 4.9 —3.4 6.3 9:7 
А о быв ое с 7.4 1.5 4.1 4.8 
Food ere еее 8.9 TA 3.8 =e 

Source : National statistics. а 1979 prices. 5 10 months. 


Output of coal fell by roughly 4 per cent as compared 
with 1979. Export deliveries were considerably reduced 
to both eastern and western countries. Some sources 
estimate that deliveries of 12.2 million tons contracted 
for export in 1980 were not fulfilled—compared with 
total contractual obligations of 40 million tons. 
Supplies to domestic consumers were generally met but 
supply shortages raised difficulties for power stations and 
enterprises in metallurgy, the chemical industry and en- 
gineeering. Oil refining output declined by 3 per cent over 
1979, but electricity supplies rose by 3.7 per cent. A small 
advance in crude steel production—an increase of 1.4 per 
cent—was also achieved, while rolled steel products 
remained 0.2 per cent below the level of 1979. Output of 
electrolytic copper, an important export product, in- 
creased by 6.4 per cent. Output of aluminium fell by 
1.5 per cent and of cement by about 4 per cent. For 
fertilizers, a drop of 7.4 per cent was registered. The food 


142 Sales figures differ from gross output figures on account of 
changes in the volume of inventories and work in progress. More 
important are the differences between indices which arise as a result 
of different systems of valuation. Recent changes in the comparable 
indices pertaining to industries in the socialist sector were as follows: 


1976 1977 1978 1979 
Grossroutputs). caict Wins! ses cael 9.3 6.9 4.9 р 
а с и 10.7 8.6 5.8 3.8 


143 Reduced coal production was reported in January 1981. The 
plan for January was 14.3 million tons, about 3 million tons less 
than in the same month of 1980. Coal exports were reduced by 
some 50,000 tons, supplies to power stations by 250,000 tons com- 
pared with December 1980, to domestic consumers by 150,000 tons 
and to industry by 310,000 tons. Trybuna Ludu, 31 January 1981. 
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industry suffered from insufficient deliveries due to 
agricultural production shortfalls. Meat production 
decreased by 4 per cent. The largest drop was in sugar 
production, where output in 1980 represented only 
67.3 per cent of the 1979 level. 


Romania. Industrial gross output rose by 6.5 per cent 
in 1980. This was the highest growth rate of any east 
European country, but was the lowest in the country’s 
own industrial expansion record over the 1976-1980 
period. 


Developments in 1980 confirmed the decelerating 
trend which started after 1977. The slowdown was 
associated above all with a considerable decrease in the 
percentage rate of growth in industrial employment. 
The acceleration in industrial expansion during 1971- 
1975 as compared with the previous five-year period was 
largely due to massive additions to the industrial labour 
force. The annual average rate of 6.3 per cent growth 
during that period was 2 percentage points above the 
already high annual rate of 4.3 per cent recorded over 
the previous quinquennium. After a peak 7 per cent rate 
of increase in 1974, rates of growth started to slow down. 
The increase of 5.1 per cent in 1976 was the last occasion 
when growth exceeded 5 per cent. The slowdown was 
nevertheless less pronounced than envisaged by the 1976- 
1980 plan; a 3.2 per cent actual rate of growth was 
registered compared with the annual average range of 
1.6-2.1 per cent expected. A further fall in percentage 
rates of increase in the industrial labour force is planned 
for 1981—to a rate of 1 per cent which is still markedly 
higher than in other east European countries. 


Industrial labour productivity rose consistently at 
annual rates exceeding 6 per cent in all but the last two 
years, when it fell back to roughly 4 per cent. In a longer 
time perspective, Romania has been the country with the 
most intensive industrialization policy and performance, 
but the pace of advance had already begun to slow after 
1974. As in other countries of the region, labour pro- 
ductivity did not rise enough to maintain Romania’s 
historical rates of industrial expansion—which had 
exceeded 10 per cent. The slowdown in industrial labour 
productivity began in the 1971-1975 period, when the 
average annual rate of increase fell from 7.4 per cent in 
the previous five-year period. This deceleration was 
offset by massive additional employment, as noted above. 
The average annual 6.0 per cent increase in industrial 
productivity in 1976-1980 was only slightly lower, but 


since it was accompanied by a drop in the percentage 
growth rate of employment, there was some slackening 
in rates of industrial output expansion. The five-year 
average conceals sluggish performance in the two last 
years of the period by comparison with previous years. 
Policies laid down in the annual plans for 1978-1980 
aimed to reverse the trend, but they did not give the 
expected results. The gap between the pace of actual and 
planned performance was markedly enlarged in 1980 as 
compared with 1978. The plan for 1981 has set a high, 
8 per cent output growth target which is expected 
to be achieved mainly by an accelerated increase in 


labour productivity—to an annual average rate of 7 per 
cent. 


Output of electricity, heating and fuel recovered 
slightly from weak performance in 1979, achieving growth 
rates of 2.3 and 2 per cent in 1980. This was due to an 
increase of 7.3 per cent in coal production. The declining 
trend in the level of crude oil extraction persisted; out- 
put was 0.7 million tons lower than in 1979. A very sharp 
drop in the percentage growth of output was reported in 
ferrous metallurgy. Steel production rose by only 
2,100 tons, i.e. 2.1 per cent, and performance of the whole 
ferrous metallurgy branch grew at a rate of 0.5 per cent. 
Non-ferrous metallurgy developed fast thanks to an in- 
crease of 10.8 per cent in aluminium production. The 
rise in total branch output was doubled and achieved 
6.5 per cent, though this should be compared with the 
two-digit rates recorded during 1976-1979. As in other 
countries, production of electro technical and electronic 
facilities increased at a high rate—by 27.7 percent. Out- 
put of metal-working machines developed only slightly 
more slowly, achieving a growth rate of 21.7 per cent. 
On the other hand, the production of machinery and 
equipment for industry fell by 1.2 per cent. Output of 
chemicals and rubber surpassed the 1979 level by 5.3 per- 
centage points, achieving a growth rate of 6.7 per cent. 
Increases in lorry, tractor and car production brought 
with it a 7.8 per cent rise in the output of tyres. Syn- 
thetic fibre output rose by 4.9 per cent and macro-molecule 
products by 12.2 per cent. In chemical fertilizers, the 
level of output in 1979 was not achieved, output declining 
by 2.8 per cent in 1980. Light industry as a whole in- 
creased production by 2.4 per cent, achieving growth 
rates of 6.1-8.5 per cent in such product groups as fabrics, 
knitwear and footwear. Output of the food industry rose 
by only 1.4 per cent, mainly due to a nearly 10 per cent 
fall in meat output by comparison with 1979. 


4. INVESTMENT 


(i) Investment trends in 1980 and plans for 1981-1985 


Some important changes in structures, and more 
particularly, in the level of investments in the countries 
of the eastern region took place in 1980. Over-all invest- 
ment outcomes for the five-year plan period which ended 
in 1980 are, in all cases, broadly in line with the objectives 
laid down. Investment growth, especially during the 
early years of the period, was generally more buoyant 
than foreseen, but several countries implemented restric- 
tions towards the end of the quinquennium. In some 
cases these took the form of severe cutbacks in previous 
expenditure levels, and investment growth performance 
for the region as a whole was hence somewhat sluggish 
in 1980. 


Four countries—Bulgaria, Czechoslovakia, Romania 
and the Soviet Union—planned upturns in investment 
growth rates for 1980 as compared with the previous 
year. However, while the targeted acceleration was sub- 
stantial in Bulgaria—17 рег cent—the objectives retained 
by the other three countries—between 2.4 and 4.9 per 
cent—were more modest. In Poland, the planned further 
reduction in absolute levels of investment expenditure 
was smaller—at 2.8 per cent—than the 7 per cent fall 
registered in 1979. A 4.5 per cent drop was also planned 
for Hungary, and in the German Democratic Republic 


investment was expected to be no more than maintained 
at the 1979 level. 


According to preliminary estimates, actual performance 
in 1980 was more modest than planned in most countries 
(table 3.4.1). A strong, though slightly below plan, 
upturn was registered in Bulgaria, where the authorities 
put in hand a vigorous and largely successful programme 
to boost investment, make good past shortfalls, and hence 
bring aggregate performance during 1976-1980 up to a 
level corresponding with the five-year plan targets. In 
the German Democratic Republic, there was a 9 per cent 
upsurge above the previous year’s level. This was con- 
siderably above original expectations, but most of the 
increase was due to a very large rise in the German Demo- 
cratic Republic’s investment in other socialist countries; 
these foreign investment allocations increased almost 
three-fold and accounted for 9 per cent of the country’s 
total investment effort in 1980. In the other five countries, 
the investment levels attained were lower than planned. 
In Czechoslovakia, Romania and the Soviet Union, 
growth rates ranged between 1.2 and 3.1 per cent—half 
to two-thirds of the target rates. In Hungary the 7 per 
cent fall in expenditures was considerably bigger than 
the 4.5 per cent decline planned, and in Poland the actual 
drop was nearly four times larger than the 2.8 per cent 
cutback originally scheduled. 


TABLE 3.4.1 


Gross fixed capital formation, investment ratios and incremental capital-output ratios 


Gross fixed capital formation 


Ratio of gross Gross 


Country Billions of Average annual Jixed capital incremental 
and national percentage formation to net capital-output 
period currency units change material product ratio 
Bulgaria (based on constant 1979 prices) 
бе 5.38 0.6 36.4 5.6 
По ae ses 6.14 14.2 39.1 6.2 
1978 ee ts tee re 6.18 0.6 373 6.7 
а со о 6.04 —52:3 34.2 52 
Е ОИ зо оъьс 7.00 16.0 37.5 6.6 
Е Зе 6.80 12.7 36.4 6.4 
Plan 1976-1980. ... 6.15 4.7 5.5 4.6 
1996-1980. 6.11 4.5 36.6 5:9 
И ово бв 7.05 3:7 35:9 7.0 
Czechoslovakia (based on constant 1977 prices) 

бо aes 132.3 4.4 33.6 8.2 
и о ое 139.8 55 34.0 8.1 
Оо rete 145.5 4.1 34.0 8.3 
1979 Fy we ec: eee 148.1 1.8 33.6 10.8 
IPED 4 3 be 151.7 2.4 38:2 9.0 
О о ОИС 149.9 1.2. 33.0 11.0 
Plan 1976-1980. 148.8 5.4 34.0 6.9 
ОИ бо вооб 143.1 4.1 33.6 8.6 
СЕ ор оооб 149.9 — Sprit 11.5 
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TABLE 3.4.1 (continued) 
Ее дамы ee ee ee 
Gross fixed capital formation 
с ae Ratio of gross Gros. 
cont a аа incremental 
Ret Сны А р: units : change material product ¢ eee: ba 
German Democratic Republic “ (based on constant 1975 prices) 
IODC tree gat are 46.3 8.4 31.4 8.7 
LESH Pm alle gon 49.4 6.7 31.8 6.1 
LOT Sune ier dee ee oe 50.8 2.8 31.6 8.8 
OD emer fy ee de 51.2 0.8 30.7 8.1 
И сова 552 — 29.3 6.1 
ioe Soar ae. | (56.6 9.4 32.2 77 
Plan 1976-1980. . . . 48.4 4.2 29.3 5.9 
976-1030. ео 50.7 Si 31.5 17 
Ро Иа 57.4* 25* 31.4* 6.3* 
Hungary 8 (based оп constant 1976 prices) 
DO Ge eran. rk gi 1521 — 0.3 36.0 
: р : 12.0 
ее. Si 174.0 14.4 38.1 4.8 
ое é 182.7 5.0 38.4 9.1 
TS ne los hk ia 184.5 1.0 38.1 21.2 
Plana GSO ль > 176.2 =. 5] 35:2 10.7 
1980 Bae Зе 171.6* =F) 85.7 — 44.6* 
О-о VEN. 22 162.4 Dal 33.5 6.0 
1976-19803 . Pe Acer |: 173.0* 4.2* 373% 9.1* 
Plan shOSt, wry seers fay 175.0* 20% 35.5% 15.4* 
Poland © (based on constant 1977 prices) 
LOW Oise the OP ces 626.7 р 39.0 57 
а ero eee 653.6 4.3 38.8 7.8 
ПОРА. Ч. 664.0 1.6 38.2 12.7 
Же ти see 617.6 720) 36.4 = 15.8 
И а 600.0 = THES 34.8 21.8 
TORO er Seat мия < = 552.8* Oss 33.9* Soe 
Plan 1976-1980. . . . 616.8* O:2* 33.3" 4.7* 
TOT6-1980" 222s А 622.9* OF 33% NOS 
Ра" 202° 2+. 462.8* 163% 28.4* 
Romania 4 (based on constant 1977 prices) 
Обь осн 151.6 8.5 38.3 3.6 
О bot ee eee 169.3 117 39:2 4.4 
и ee 196.3 15.9 42.3 Seif 
О с семь 204.4 4.1 41.5 6.7 у 
Рай 1980... 214.4 4.9 40.0 4.5 ae 
TOS oe ees 210.8 В 41.8 16.7 
Plan 1976-1980. ... 203.9 12.8 41.0 3.7 
1976-1980 AY >. ©. : 186.5 9.8 40.7 4.9 
Рай По УВ 220.0 4.4 40.7 5.8 
Soviet Union (based on constant 1969 prices) 
оо ses ie ar 118.0 4.5 29.7 5.0 
А Wise: 122.3 3.6 29.4 6.5 
1978 Bere. TAN 583 129.7 6.1 29.7 5.8 
1979 у eset г“ 130.6 0.7 29.2 11.7 
В] ап облил», tee 5 4) 135.3 3.6 29.0 7.3 
$980. бо ee 1335 D2: 28.7 7.6 
Plan 1976-1980... . 124.3 8.3 28.8 6.1 
19/6980 ene ip 126.8 3.9 29.3 55 62 
Plan ое. 140.6 5.3 292 8.6 


_ ай ——333—————ж——————_—д——дц—ддддд—д—ддддд—дкд—к000 


Sources : National statistics; CMEA statistical year-books; plans and plan fulfilment reports. 

Note : Unless otherwise stated, all data in tables in this section are in constant prices. In the above table, any minor 
discrepancies compared with official figures arise because of the use of a standard presentation to ensure comparability 
between countries. Average growth rates over five-year periods are calculated by computing total growth as the percentage 
change between the average level of investments over the five years and the last year of the preceding five-year period 
(in this case 1975). The resulting index is then reduced to an average annual compound growth rate. The same method 
has been adopted to calculate average annual NMP growth for the purpose of deriving ICORs above and in table 3.4.2. 

а Figures include investments in other socialist countries as follows (million marks): 1976—1,095; 1977—1,672; 
1978—1,700; 1979—1,200; 1980—4,900 (preliminary estimate). 

> Socialist sector only. The estimate for Plan 1981 is based on a target figure of 183 billion forint in current prices 
and assumes a 4 per cent (recent trend) price rise after 1979. 

с The estimate for 1980 is based on a 10.5 per cent decline reported for the socialist sector. The estimates for Plan 
1981 are based on an anticipated decline in total investment of 90 billion zloty compared with 1980, 


а Plan 1976-1980: as published in December, 1977. 
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Movements in the ratio of gross fixed investment to 
net material product (investment ratio) in 1980 indicate 
that in most countries of the region changes in total 
demand (in terms of NMP) were strongly affected by 
trends in the investment sector, though in some countries 
their influence was negative. Relatively strong aggregate 
demand in Bulgaria and the German Democratic Republic 
was led by dynamic investment performance, which 
resulted in substantially higher investment ratios in both 
countries. The ratio also rose in Romania, though both 
investment and total demand grew much less rapidly 
than in the two previous countries. Conversely, the 
sharp decline in investment ratios in both Hungary and 
Poland illustrates the considerable contribution of 
investment cutbacks to both countries’ negative over-all 
growth performances in 1980. In Czechoslovakia and 
the Soviet Union, changes in investment were less 
marked than changes in total demand, investment ratios 
falling back slightly in both countries. Developments 
in 1980 have thus considerably reinforced trends away 
from previous relationships between capital formation 
and over-all growth in the eastern region. Whereas the 
investment sector has tended to be one of the leading 
components in total demand in past periods of rapid 
economic expansion, in recent years its role in promoting 
dynamic growth has weakened. Slower growth of invest- 
ment relative to NMP was in fact written into the 1976- 
1980 plans of all countries but Czechoslovakia and 
Romania. As planned, investment grew faster than 
NMP in the two latter countries. Contrary to expec- 
tations, investment in 1976-1980 as a whole also grew 
faster than NMP in the German Democratic Republic 
and Hungary. But the expected trend became much 
more strongly apparent throughout the region in 1979- 
1980, the investment sector heading downward adjust- 
ments in demand growth in most countries—very 
noticeably in Hungary and Poland. 


Movements of incremental capital-output ratios (ICORs), 
which measure the relationship between investment and 
growth in a given year, were strongly influenced in 1980 
by sharp variations in the rates of change of NMP ша 
number of countries.44 In Bulgaria, the German Demo- 
cratic Republic and the Soviet Union, where fairly 
ambitious planned growth of NMP was achieved or fell 
short by only narrow margins, movements were small or 
downward. But ICORs rose very substantially in 
Hungary, Poland and Romania, and also—though some- 
what less strongly—in Czechoslovakia. In general, 
developments in 1980 have failed to reverse the progressive 
and substantial upward trend in ICORs which has been 
a noticeable feature of all eastern countries without 
exception in the second half of the 1970s. 


The preliminary estimates for 1980 reviewed above 
make possible a first global assessment of investment 
performance in relation to the objectives of the last 
five-year plan, which in all countries covered the 1976- 
1980 period. 


With regard to the accomplishment of over-all invest- 
ment allocation targets for the whole period, the degree 
of fulfilment in each country is as follows: 


14 In all countries, the ICOR is highly sensitive to short-term 
changes in production growth rates. Care should thus be taken to 
interpret year-to-year variations in ICORs within longer-term per- 
spectives. 


Ratio of actual to planned total investment expenditures, 1976-1980 
(Per cent) 


a 


Вора so. te" Soyer ме 99.3 
Gzechoslovakia. a) оп 96.2 
German Democratic Republic ........ 104.8 
о о ee 106.5 
Ро пе со бе 101.0 
рома, о о 91.5 
Soviet, Unions, © Gls 7. Sh Ge a8 bares oe cee 102.0 


Sources: As for table 3.4.1. 


There were considerable differences in the timing and 
pattern of developments in the investment sector at 
global level in individual countries of the region during 
1976-1980. These reflect divergent trends in the avail- 
ability of investment goods and other resources; the pace 
of domestic and external adjustment processes in response 
to new. developments; and differing degrees of vulner- 
ability to adverse economic conditions. In the Soviet 
Union, abundant domestic supplies of fuel and raw 
materials have contributed to a relatively relaxed internal 
supply and external payments situation which—despite 
the growing importance of inter-regional co-operation— 
the other countries have not enjoyed. This has inevitably 
given the Soviet authorities room for manoeuvre in 
economic management which differentiates it from all 
other countries in the region—not least with regard to 
its policy towards the investment sector. 


Hence, of the five countries in which investment 
allocation plans were fulfilled or overfulfilled, develop- 
ments in the Soviet Union proceeded at relatively steady 
rates compared with the other countries (chart 3.4.1). 
Investment grew faster than planned in the last three 
years of the plan period, for which some deceleration in 
rates of increase had been originally foreseen. Though 
there was a slowdown in the pace of advances in 1979, 
the need was clearly accepted for somewhat higher levels 
of investment than were envisaged by the plan, but the 
attainment of NMP growth targets for the five years as a 
whole kept upward pressures on investment ratios within 
reasonable limits. The Soviet Union was thus unique 
among the countries of the eastern region in restricting 
the rise in the investment cost of growth to planned 
levels—though ICORs were on average still substantially 
above those recorded earlier in the decade. 


In Bulgaria, investment plan targets were all but ful- 
filled. But the year-to-year rise in capital expenditure 
was very irregular; upsurges in 1977 and again in 1980 
were probably related mainly to large apparent short- 
falls in immediately preceding years. Individual year 
ICORs thus fluctuated wildly—but their average during 
1976-1980 was still well above those in the earlier years 
of the decade. 


In the German Democratic Republic, Hungary and 
Poland, investment plans were over-fulfilled, expenditures 
growing substantially faster than scheduled in the earlier 
years of the 1976-1980 period. 


Restrictive action was taken in the German Democratic 
Republic in 1977 and the growth rate of investment fell 
sharply; virtually all of the nearly 5 per cent overful- 
filment of the five-year plans was due to the sharp rise in 
investment abroad in 1980. Investment ratios and ICORs 


Investment 


Changes in levels of NMP, gross fixed capital formation, and investment ratio 
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Снавт 3.4.1 (continued) 
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were higher than those implied by the plans for 1976- 
1980, and this is still the case even when investment 
abroad is excluded from results for the five-year period. 
Over 1976-1980, ICORs were 40-50 per cent above 
1971-1975 levels. Even if the large sums invested abroad 
in 1980 are deducted from total expenditures in that year, 
the ICOR for the year is still considerably above the 
average for 1971-1975—though the investment ratio 
falls to pre-1976 levels. 


In Hungary and Poland, a similar unplanned invest- 
ment buoyancy continued up to 1979—even though 
investment growth in Poland was relatively slow in two 
of the three initial years of the five-year plan period. 
Despite the very sharp recent cutbacks in both countries, 
culminating in large declines in the absolute level of 
investment in 1980 in Hungary, and in both 1979 and 
1980 in Poland, aggregate expenditure plans for 1976- 
1980 were overfulfilled in both countries—by only 
1 per cent in Poland, but by a substantial 6.5 per cent in 
Hungary. The expenditure cuts in 1979-1980 were 
accompanied by low or negative NMP growth, and hence, 
despite their size, investment ratios and ICORs con- 
tinued at high though moderating rates. In both countries, 
ICORs during 1976-1980 were on average at least twice 
as high as in the earlier years of the 1970s. 


In Czechoslovakia and Romania, where investment fell 
below the target for 1976-1980, the implied annual 
objectives of the five-year plans were underfulfilled in 
all years. In Czechoslovakia this occurred to an in- 
creasing extent in the later years, and for the period as a 
whole a substantial 4 per cent shortfall in investment 
allocations compared with plans was recorded. ICORs 
rose 50-60 per cent. The worsening world economic 
climate appears to have induced a considerable degree 
of official caution even at the outset with regard to the 
implementation of the plan’s investment provisions; this 
is particularly noteworthy when it is borne in mind that 
Czechoslovakia was one of the countries where the plan 
foresaw a continued rise in the share of investment 
relative to NMP up to 1980. In Romania, the con- 
siderable margin of underfulfillment for the five years as 
a whole resulted largely from the recent, rapid deceler- 


1979 


Gross fixed capital formation. 
Five-year-plan target. 
Investment ratio. 


Net material product. 


Sources: As for tables 3.1.1 and 3.4.1. 


1980 


ation from the very high, though still below plan, invest- 
ment growth rates recorded in 1976-1978. Moreover, 
the revised five-year plan, published at the end of 1977, 
clearly shows that at that time a substantial further 
acceleration in investment growth rates was still en- 
visaged for 1978-1980—some time after most of the 
other countries of the region had begun to cut back. 
The slowdown which took place in 1980 was thus very 
abrupt when it finally occurred. Despite a decline in the 
investment ratio, the accompanying sharp decrease in 
NMP growth brought about a strong upward movement 
in the ICOR, and for the 1976-1980 period as a whole 
ICORs were, on average, about one-third higher than 
during 1971-1975. 


Plans for 1981 indicate no great departure from recent 
trends in investment growth in most countries of the 
region. In the Soviet Union, the 5.3 per cent plan for 
total investment growth is, however, some way above 
the 3.9 per cent average recorded between 1975 and 
1980—and considerably above the (unfulfilled) target of 
3.6 per cent retained for the latter year. Its achievement 
will imply further growth in the investment ratio and 
in ICORs. In those countries where investment growth 
was most dynamic in 1980, the 1981 objectives indicate 
a return to a more modest rate of advance—3.7 per cent 
in Bulgaria and an estimated 2.5 per cent in the German 
Democratic Republic; in both cases this is well below 
average performance during 1976-1980. A slight recovery 
to 4 per cent growth is expected in Romania—about 
one-third of growth rates planned for 1976-1980 and 
about half those actually achieved. Zero growth is 
targeted in Czechoslovakia. A bigger percentage decline 
than in 1980 is anticipated for the absolute level of 
investment in Poland, but some recovery is also ap- 
parently scheduled for Hungary. Only in the Soviet 
Union is investment expected +, rise faster than NMP. 


If over-all economic growth and investment targets 
are attained in 1981, it is noteworthy that ICORs will 
rise further, and to levels substantially beyond the 1976- 
1980 average in all countries but the German Democratic 
Republic and Romania; they are indeed expected to rise 
to record or near-record levels in Bulgaria, Czecho- 
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TABLE 3.4.2 
Investment performance in 1976-1980 and plans for 1981-1985 
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Average annual 
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percentage change 


Ratios 


Investment 


Investment 


NMP ratio ICORs 

Bulgaria 

1976-1980) ee ee 4.6 6.2 36.6 5.9 

1981-1985 ...... 37, 5.0 Bost 7.0 
Czechoslovakia 

1976-1980. Sy eco 4.1 3.9 33.6 8.6 

1981-1985 6 2.0 aul 32.0 10.3 
Hungary 

1976-1980 ieee Se 4.4 4.2 37.3 8.9 

1981-1085 S54... © 03 Sy 32.3 10.1 
Romania 

1976-1980... 9.8 8.3 40.7 4.9 

1981-1985 475. ..1 5.8 7A 40.3 5 
Soviet Union 

1976-1980 ...... 3.9 4.7 29.3 6.2 

1981-1985... 2.6 3.6 27.9 7.8 


Sources: Аз for table 3.4.1. 


Note: All figures are estimates in constant prices and are based on official indices. See also note to table 3.4.1. 
< Indices for 1981-1985 as published in July 1979, and based on preliminary investment and NMP results for 1980 


shown in table 3.4.1. 


slovakia and the Soviet Union, and will remain at high 
leveis in Hungary and Poland where investment growth 
is nonetheless expected to be negative. 


For the longer term, preliminary draft five-year plan 
targets have been published for Bulgaria, Czechoslovakia, 
Hungary, Romania and the Soviet Union.14° Cuts in 
over-all growth (NMP) compared with 1976-1980 and 
in the growth of investment are scheduled for all five 
countries. The implications in terms of the share of 
resources to be devoted to investment (the investment 
ratio) and ICORs are set out in table 3.4.2. 


Following trends noted earlier, investment will grow 
more slowly than NMP in all five countries compared 
with the 1976-1980 period. The decline in growth rates 
anticipated for investment appears to be considerably 
larger than in the case of NMP except for Romania, 
where some acceleration of investment growth is 
scheduled. In all five countries, however, the investment 
ratio will fall—by as much as 5 percentage points in 
Hungary and by 1.4-1.6 in the other countries except 
Romania, for which only a very marginal decline is 
foreseen. 


Slower over-all growth compared with 1976-1980 is 
again expected to be increasingly costly in terms of in- 
vestment resources, and a further rise in ICORs beyond 
the levels of the previous five-year period are expected— 
by between 13 per cent (Hungary) and 26 per cent 


148 The draft document published in Poland at the end of 1979 
is not reviewed here, as it is understood that substantial revisions 


are likely. 


(Soviet Union). These movements are smaller than the 
ICOR increases recorded between 1971-1975 and 1976- 
1980, and seem on the whole realistic given the easing of 
domestic economic tensions which should result from 
the further deceleration in activity compared with 1976- 
1980 implied by the lower NMP and investment growth 
targets. A detailed review of changes in the capital costs 
of growth during 1970-1979, and the contribution of 
changes in individual sectors and industrial branches, is 
included in the annex to this section on pages 151 to 155. 


(ii) Trends in sectoral and branch investment allocations 


There have been few marked trends in investment 
allocations common to all‘countries of the eastern region 
in recent years. The rise in oil and raw material prices, 
which began to affect the economies of the eastern region 
after 1975, the recession in the western industrialized 
countries which has undoubtedly changed market 
expectations for potential eastern exporting industries 
and social priorities, notably housing construction, are 
the main factors which have influenced allocation policies 
in 1976-1980. But while they continue to play a role, the 
increasing pressure on the supply side as over-all growth 
rates have fallen constitutes a fourth element: the need 
to re-order priorities in the light of a more critical ap- 
praisal of costs and benefits in the new situation. 


Since 1975 the share of the material sphere in total 
investment grew in Czechoslovakia, Hungary, Romania 
and the Soviet Union—by between 1 and 3 percentage 
points. This reflected some switch away from housing 
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TABLE 3.4.3 


Gross fixed capital formation by main sectors of the material and non-material spheres 
(Percentage distribution : total gross fixed capital formation = 100) 


i ee EE 


Material sphere Non-material sphere 
tle seyret 
Agriculture an В. Education, 
Arts Retort Bre Total Forests Industry pari canons Other Total Housing pth ae Health Other 

Bulgaria 

19760.) №: 74.1 14.7 40.4 3.7 11.2 4.2 25.9 10.8 3.7 1.8 9.6 

vith ee oe 5 i 75.4 14.3 41.7 3.4 11.8 4.1 24.6 10.3 9.2. 1.8 9.3 

а 75.2 12.8 41.7 3.2 14.4 3.1 24.8 10.7 3.0 1.8 9.2 

19990. 75.6 13.0 42.5 3.0 13.4 3.7 24.4 11.3 3.4 1.4 8.4 
Czechoslovakia 

1976. zen 17 37.4 3.9 14.0 5:2 27.8 14.6 5-7 22 3.3 

1977. votes 3 72.2 11.8 37.3 4.1 14.1 4.9 27.8 13.8 5:3 2.2 6.5 

1978: 72.0 12.3 37.1 4.9 13.2 4.5 28.0 13.3 52 2.3 1.2 

о... 73.6 11.2 38.7 7 13.8 4.2 26.4 13.1 4.6 2.0 6.7 

a RE RE SE SE NRE BS 

German Dem. Rep 

1976... 80.6 11.3 50.3 3.9 10.4 4.7 19.4 8.5 10.9 

N97 7 Boe. 80.0 11.1 50.9 3.6 8.7 5 20.9 8.4 11.6 

1978. о... 79.1 10.5 52.1 3.3 8.1 =)! 20.9 9.1 11.8 

1979... 79.2 10.1 53.2 Ast] 9.0 4.2 20.8 9.3 11.5 
Hungary % 

1976.5... (pp 13.4 34.5 2.4 12.2 9.7 27.8 

Е. 73.2 12.9 37.6 2.7 11.1 8.8 26.9 

198. 73.8 13.4 36.9 3.3 11.6 8.6 26.1 

1979 ae es 73.3 13.1 35.8 2.8 12.5 9.1 26.7 
Poland 

1976: osm tor 78.4 15:2 43.6 5.1 9.2 5.3 21.6 14.4 2.6 2.3 2.3 

1977: . 77.4 16.5 41.5 5.4 8.4 si) 22.5 15.7 2.4 2.1 2.3 

9. 76.7 16.3 40.0 5.4 8.7 6.3 23.3 17.1 Zl 2.3 1.8 

ISTO eae ss 74.5 17.6 36.9 4.9 8.3 6.8 25.5 18.8 2.2 2.9 1.6 
Котата 

1976... 82.4 14.4 45.8 6.1 10.6 5.6 17.6 10.6 2.6 0.9 35 

1979 с. 83.8 14.5 47.7 6.3 10.4 4.9 16.2 9.7 2.4 0.9 3:2 

1978... 84.4 13.9 49.5 6.5 10.1 4.3 15.6 9.8 2.0 0.6 3.2 

По 84.5 13.9 51.1 6.2 10.0 4.1 15.5 10.4 1.7 0.5 2.9 

Ы———— = 

Soviet Union 

1976 5. oe Shs 73.9 20.6 35.2 4.2 11.3 2.6 26.1 14.0 5.2 6.9 

ое: See 73.8 20.4 35.6 3.8 11.4 2.6 26.2 13.9 5.2 7.1 

о. 74.2 19.9 35.5 37 12.5 2.6 25.8 13.5 5.1 2. 

р Re 74.4 20.2 35.3 4.0 12.4 2.5 25.6 13.3 4.9 7.4 


Sources; As for table 3.4.1. в Socialist sector only. 


expenditures, though the net effects were partly offset by 
relatively higher allocations to other non-material sectors 
(see text table next page and tables 3.4.3 and 3.4.4). In 
Bulgaria and the German Democratic Republic the share 
of the material sphere fell up to 1978 but the trend was 
reversed in 1979; in Poland a sharp fall over the first 
period was followed by an even steeper decline in 1979 
(—2.2 percentage points in both cases). 

There was a close inverse correlation between move- 
ments in shares allocated to the material sphere and 
shares of investment in housing during 1975-1979. This 
item accounts for between half and three-quarters of all 


investments in the non-material sphere—and is раг- 
ticularly high in Poland, Romania and the Soviet Union. 
Although no data are yet available for sectoral invest- 
ment allocations, figures for housing construction in 
physical terms enable some approximation to be made 
for 1980 with regard to the share of allocation towards 
the material and non-material spheres respectively. 
Negative rates of growth of housing completions, 
amounting to —18 per cent in Poland, and a rather 
smaller —3 per cent in Hungary, suggest that the share of 
the material sphere-rose in at least the former country 
in 1980 (total investment declined in absolute terms in 
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Changes in the share of the material sphere in total investment 
(Percentage points) 


hr ie Умма oer 


Czech с 
Bulgaria oral le Dein Rep. Hungary Poland Romania fee 
1979/1978) seers mens +0.4 +1.6 +0.2 —0.7 729) +0.1 +0.2 
1978/1975. 5... — 0.5 +1.6 —13 +2.4 9) +1.9 +1.0 


re 


Sources: As for table 3.4.1. 


TABLE 3.4.4 


Changes in the sectoral distribution of productive investment 


(Changes in percentage points in share of total 
investment in the material sphere) 


rr 


Construc- 


Agriculture Transport, 


Industry tion and forestry communications Trade, etc. 

Bulgaria 

19791978. +0.7 — 0.2 +0.2 —1.4 +0.5 

198 9. +2.8 = he. —2.3 eS —0.5 
Czechoslovakia 

1979/1978: = +1.2 +0.9 —1.7 +0.2 —0.7 

К о а +1.1 +1.0 —0:5 —0.8 =i 
German Democratic Republic 

19791978. +1.2 —0.8 — 0.5 1.1 — 0.6 

1978/1975. 3 +3.9 — 14 AES +0.4 
Hungary 

19791978 oe curs —1.0 —0.8 — 0.4 +1.4 +0.2 

ASTS/ISIS ees Е 5.2 +1.6 = =5}-5) —1.4 
Poland 

19194978... .. = 2.5 — 0.3 +2.4 — 0.2 —0.1 

1978719751... -.. 27 +0.6 +2.3 =p) — 0.3 
Котата 

1979/1978 их: +1.8 — 0.3 — 0.9 — 0.3 — 0.3 

19731975. aha. ил +0.8 +1.8 — 0.4 — 0.6 —1.7 
Soviet Union 

1979719785. Bales +0.1 — +0.1 —0.2 +0.2 

1978197545 аз. — 0.7 +0.1 —1.1 +1.6 — 


Sources: Аз for table 3.4.1. 


both). Housing completions grew by 2.4 per cent in the 
German Democratic Republic and 11 per cent in Bul- 
garia—rates which are in both cases below the percentage 
increase in total investment; it is likely that the share of 
the material sphere’s investment allocations rose in those 
countries. In Romania, the rise in housing completions 
was, at 3.3 per cent, about the same as the 3.1 percentage 
rise in that country’s total investment; and in Czecho- 
slovakia and the Soviet Union, the 4.2 and 3.5 per cent 
rises in completions suggest a fall in the share of the 
material sphere in 1980. 


Within the material sphere, most countries increased 
allocations to industry in 1979, continuing a tendency 
apparent throughout the area since 1975. The main 


exceptions were Hungary and Poland, where industry’s 
share fell back in 1979. This reversed the 1975-1978 
trend in Hungary, and reflected efforts to curb what was 
considered to be excessive growth in enterprise sector 
investment. But in Poland, the drop continued a re- 
allocation process from which agriculture has been the 
main beneficiary since the mid-1970s, having recorded 
a 4.7 percentage point rise in its share since 1975. 


With this exception, and despite marginal upturns 
in 1979 for Bulgaria and the Soviet Union (where there 
was probably a further small rise in agriculture’s share 
in 1980) and also in Romania (where allocations to agri- 
culture rose twice as fast as total investment in 1980), 
agriculture continued to lose ground to other sectors in 
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other countries of the region in 1979 and 1980 compared 
with 1975. There was a further steep (— 20 per cent) drop 
in the absolute level of allocations to agriculture in 
Hungary during 1980. Nevertheless, agriculture’s share 
in material sphere investment, though relatively low 
in the German Democratic Republic (13 per cent in 1978) 
and Romania, remains high in most countries—some 27 
per cent in the Soviet Union, 24 per cent in Poland in 1979, 
and 15-18 per cent in Bulgaria, Czechoslovakia (where 
attempts to increase agricultural self-sufficiency boosted 
farm investments in the early 1970s), Romania and in 
Hungary. 

Investment in trade, material supplies and distribution 
also showed a flat or declining trend in all countries 
except the German Democratic Republic. This could 
change in the Soviet Union in the next few years, following 
the programme to bring about, inter alia, improvements 
in the material supply sphere proposed in October 1980. 


Investment in construction—usually sensitive to changes 
in the economic climate—showed an above average up- 
ward movement in all countries but Bulgaria between 1975 
and 1978, but lost ground in all countries but Czecho- 
slovakia in 1979. This reversed long-standing trends in 
several countries and could, if continued, have impli- 
cations for the future performance of a key sector where 


capital equipment, as well as productivity levels per 
worker, are low compared with industry. The fall in its 
share of total allocations probably reflects more than 
anything the recent slowdown in rates of investment 
growth and thus in the demand for construction work, 
but it could jeopardize a future upturn in productivity 
rates of growth in the sector, which have decelerated 
sharply in recent years. The disproportionately large 
rise in the construction sector’s CORs since 1970, to 
which reference is made in the annex to this section 
(page 152), could however also suggest that the sector is 
experiencing some difficulty in absorbing the bigger 
equipment outlays of the years up to 1979. 


Within industry, branch investment figures to 1979 are 
available for all countries but the German Democratic 
Republic and Hungary, where latest data extend to 1978 
only (table 3.4.5). In 1979 engineering and chemicals 
continued to maintain a high degree of priority in the 
region as a whole, continuing longer-term trends since 
1975. In Czechoslovakia, investment allocations to 
engineering grew more slowly than average, and the 
branch share declined by —2.3 per cent in 1979. The 
upturn in its share was, however, particularly strong in 
Bulgaria (2.3 percentage points) and in Romania (1.7 
percentage points) in the same year, but there was no 


TABLE 3.4.5 


Changes in industrial branch distribution of investment 


(Percentage shares of total allocation to industry) 


Construc- 


Engin- Chemi- tion 
Energy Fuel Metals eering cals materials Wood Light Food 

Bulgaria 

1979/1978 alee +0.5 — 5772.8) Says +0.1 = — =) 

1978/1975 — 0.2 2 +0.9 Не ap ay +1.0 = — 6.4 —2.4 
Czechoslovakia 

1979/1978 — 0.1 +3.0 — 0.2 558) +0.7 — 0.6 ВР: Spy — 0.6 

1978/1975 +0.9 м Э 5 +2.8 = —0.1 +0.3 = —0.1 
German Democratic 

Republic 
1979/1978 a ae 
SS 

1978/1975 — 1.2 ae itil — 0.9 +3.9 — 0.8 —0.9 ES) 
Hungary 

‚1979/1978 ой ов 

——S 

1978/1975 +0.4 —0.1 5155) 2272 =A —- = 577 
Poland 

1979/1978 +1.6 +1.6 А = * 0:2 +2.3 — 0.9 iki — 0.4 +0.7 

1978/1975 22.3, +0.5 — 0.2 aril 1.2 2:5 + 1.0 118 НЕХ 
Romania 

1979/1978 —0.2 — 0.9 — 0.3 Е ЕЙ 1.6 +0.1 — 0.5 = 0:5 — 0.4 

1969 33 rs +5.8 124 | 8=0.2 S210 now OSM 
Soviet Union 

1979/1978 +0.1 +0.8 +0.2 Salat (08) altel) О — 0.4 

1978/1975 —0.8 29 +0.1 +2.0 — 0.3 —0.2 — 0:3 Sel 


Sources: Аз for table 3.4.1. 
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great change in the other countries of the region. For 
chemicals, the country picture is mixed. Sharp cutbacks 
since 1975 in Hungary and Czechoslovakia were reversed 
in 1979. The opposite was the casein Bulgaria and the 
Soviet Union. But big post-1975 increases in the 
chemical branches’ share in the German Democratic 
Republic, Poland and Romania were strongly reinforced 
in 1979 in the latter two countries. 


With regard to fuel and energy, investment demand in 
1979 varied widely, as in previous years, between countries. 
Investment outlays on energy rose at significantly above 
average rates only in Poland during 1975-1978. Bulgaria 
increased the share of energy investment in 1979, but 
no other country registered similar shifts ш that 
year. Investment in mining and fuel extraction was also 
more buoyant than average in the same two countries 
and also in Czechoslovakia and the Soviet Union т 
1979, which continued or accentuated post-1975 trends 
in all four countries. 


As can be seen from table 3.4.5, the industrial 
investment resource transfer into fuels since 1975 was 
1.7 percentage points in Bulgaria, 4.3 in Czechoslovakia, 
2.1 in Poland, and 3.1 in the Soviet Union; for Czecho- 
slovakia and Poland, the bulk of this movement took 
place in 1979. For energy, the change in share over 
1975-1979 was 1.0 percentage poirts in Bulgaria and 
3.9 percentage points in Poland and again much of the 
movement—notably in Bulgaria—took place in 1979. 
These movements indicate that past plans to concentrate 
resources in the fuel and energy sectors were maintained 
or in some cases considerably up graded in 1979. 


Figures for only two countries are available with regard 
to allocation plans for the fuel and energy branches 
during 1976-1980; in the Soviet Union, fuel investments 
were expected to account for 19.7 per cent of total 
industrial investment during the five years, and this 
iarget was achieved by 1976-1979. But there was a 
considerable shortfall for energy (plan: 12.9 per cent, 
actual: 8.8 per cent). For Hungary, total investment in 
fuels, energy, metallurgy and building materials was 
expected to reach 49.3 per cent in 1976-1980; in 1976-1979 
their share was only 38 per cent. The pattern as between 
countries in thus rather patchy. Plans are on target in 
the Soviet Union, and these have been supplemented 
by the apparently recent upgrading of priorities in fuels 
and energy in 1979, outlined above. But apparently 
below-target 1976-1980 performance in Hungary, and 
below average investment growth in the German Demo- 
cratic Republic and Romania over the same years in 
both branches, as well as in the energy branch for the 
Soviet Union suggest that fuel and energy difficulties 
will take some time to resolve. 


Movements in the share of metallurgy, consumer 
industries and construction materials industries were 
almost entirely negative in 1979. Investments in metallurgy 
were very sharply down in Poland over the whole period 
1975-1979. The year 1979 also saw some further decline 
in the relative position of consumer-oriented industries 
in most countries but not all. In Czechoslovakia, allo- 
cations to the light industries, including wood working, 
increased, reversing the trend since 1975. There 
was also an increase in Hungarian investment allocations 
to the food industry between 1975-1978 and a rise in 
the case of Poland in 1979, but the share of light industry 
continued to fall elsewhere on the more or less permanent 
basis observed during 1975-1978. The same is true of 


the construction materials industry, except in Bulgaria, 
where the share rose both up to and including 1979. 


(iii) Investment sector management 


(a) General developments 


Within over-all policy towards the investment sector, 
a number of specific issues have received attention in the 
past in view of their important role in determining the 
efficiency of the investment process itself. The high capital 
cost of growth, and the even faster rises in the cost of 
investment growth as illustrated by movements in CORs 
and ICORs have placed a premium on the speedy instal- 
lation of new plant and its rapid commissioning and 
working up to full capacity operation. 


It is too early to assess the specific effects of organiz- 
ational reforms introduced in several countries in 1978 
and 1979 to increase the efficiency of investment activity. 
But a number of general indicators allow regular assess- 
ment of progress. 


A primary objective has been to increase the share of 
machinery and equipment and hence to tilt the balance 
of expenditures towards the directly productive element 
in total investment. Since 1976, substantial progress has 
been made only in Poland, Romania and the Soviet 
Union; the share of machinery and equipment rose by 3.3 _ 
and 5.2 percentage points respectively by 1980 in the 
former two countries, and by 2.7 per cent in the Soviet 
Union up to 1979; further increases are scheduled in 
Romania and the Soviet Union in 1981 (table 3.4.6). 


In Poland, where investment in the non-material sphere 
—and particularly housing investments—increased sharp- 
ly in recent years, the change in the ratio was clearly a 
good deal higher for the material sphere alone than the 
average figure for total investment suggests; machinery 
and expenditures moreover declined much less sharply 
than total investment in 1980. In the other four countries, 
the trend in the share was slightly downward since 1975, 
and in particular in 1979. 


Progress in this sphere is also related to the need to 
minimize the time needed to bring new production ca- 
pacity into operation. There has been a strong tendency 
in the past in all countries for investment resources to be 
dissipated among a large and growing number of new 
investment projects—some 27,000 large and small pro- 
jects according to a recent report from Czechoslovakia— 
rather than to concentrate efforts on the rapid commis- 
sioning of uncompleted capacity. The large volume of 
idle resources which results from this practice has recently 
stimulated the introduction of measures to penalise late 
completion and to pay bonuses for early and on-time 
commissioning of plants. 


It is not yet possible to evaluate the results of these new 
options—though in the German Democratic Republic, 
where they have been in operation for a number of years, 
the ratio of fixed capital brought into operation to invest- 
ment expenditures has consistently been the highest in 
the eastern region. However, most countries have 
seen some improvement in this indicator since 1976 
(table 3.4.7). In Poland the improvement has been very 
sharp—especially in 1979—though in large part this is a 
consequence of the fall in the absolute level of investment 
in that year. The trend of the indicator during 1976-1979 
was, however, favourable in all countries of the region 
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TABLE 3.4.6 


Fixed capital formation by type of capital good: output of capital goods 
industries and foreign trade in machinery and equipment 
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Soviet Union 
1976. м, 1.2 9.7 27 2.6 3.5 9.2 20.9 15.4 34.5 
197TH т и 2.1 5.7 2.1 3.3 21 9.0 15.1 9.9 35.2 
Г NED. BFE 1.6 8.4 3.1 3.0 2.6 8.7 11.9 26.6 35.9 
ЛХ ee es — 0.6 4.3 1.0* 0.6 — 0.6 7.6 6.4 _ 0.9 37.2 
АЕ МЫ : ae 1.0 2.0 6.0 Bic aS wie 
Plan 1976-1980... me 5.8 5.4 9.1 56 ays te 
Plan 198 т. : We rn wh hi au 6.1 aie x 39.0 

мм—— See 


Sources : As for table 3.4.1. 


в Of the two series shown for construction output, the “total” column refers 
to all activity according to national accounts definitions and covers site work 
(“construction-installation work”)—shown in the next column—together with 
Planning, design and survey work undertaken by all enterprises, whether or not 
mainly engaged in construction, and in all sectors of the economy (including 
private housing and non-housing output). Inter-country coverage for total out- 
put is broadly comparable, and coincides with the coverage of data for fixed assets 
and employment in construction shown in table 3.4.9. Site work is the main 
planning aggregate and refers to building activity proper, including repair and 
maintenance work. However, historical data are not always fully comparable, 
either between countries or—for a given country—with latest year estimates and 
plan targets. The coverage may variously include all sectors, the socialist sector 
only, construction firms’ output only, etc. Site work as shown covered 74-86 per 


cent of total construction activity in 1979 (but only 67 per cent in Bulgaria due 
to the exclusion of repair and maintenance work). Despite discrepancies, the 
linking of plan targets with historical series for site work appears to give a fair 
indication of trends in building output proper. 

> Output of building materials industry only except for the German Democratic 
Republic, for which series covers output of all sectors and industrial branches, 


° At current prices (national currencies) except for Hungary, 1976-1979 only, 
for which data are expressed in constant 1976 forint prices; 1980 estimates for 
Hungary and Poland are based on January-September and are in current Prices, 

@ At current prices. 

¢ Including electrical engineering; replaces former series covering mechanical 
engineering only, : 

7 Socialist sector only. 
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TABLE 3.4.7 
Fixed capitakbrought into operation 
=> 


Billions of national currency units 


Percentage of gross fixed capital formation 


Agriculture р "ци. 4 Agriculture а г 
Country and period Total forestry Industry ae ани Total pits Industry Com lr) 
Bulgaria “ 
ae о И 4.51 0.78 1.43 0.19 0.58 83.9 99.1 66.0 94.8 95.7 
я НЯ 5.90 0.92 2.09 0.21 0.78 96.1 105.1 81.7 97.3 107.6 
а: 5.62 0.81 2.20 0.17 0.87 90.8 101.6 85.2 88.1 97.7 
О ая С 5.49 0.77 2.22 0.16 0.74 91.0 98.3 86.4 86.4 90.1 
Czechoslovakia 
обо 134.4 15.9 52.8 Shi 15.4 101.6 102.6 108.7 
: : : 4 2 H 2 101.6 83.3 
TOD ес... 130.6 16.7 47.9 5.4 17.9 93.4 101.7 90.2 95.0 90.1 
Вы 131.7 17.9 47.9 6.6 18.7 90.5 100.7 88.9 91.5 96.6 
OTS oe eee 1315 16.5 50.8 TA 18.2 88.8 99.4 88.5 84.2 89.4 
German Democratic Republic 
Ом 41.5 5.0 20.0 1.3 4.7 91.8 98.4 87.9 МЭ 99.5 
те ato sapere « 42.7 5:2 20.8 1.7 4.1 89.4 99.5 85.6 99.3 98.4 
ПЕ ео ом < ИЯ 46.5 о 24.5 1.5 4.0 94.7 99.5 95.8 93.8 99.3 
ORL) ола аа 46.7 5.0 23.7 1.5 4.0 93.8 100.0 90.1 100.0 95.2 
Hungary @ 
Тб ete. tees oe sks 136.0 20.1 46.2 3.8 23.2 89.4 95.2 78.5 92.7 111.8 
LOT er ee ЕЕ 147.5 22.1 54.3 4.9 18.8 81.3 93.0 71.7 89.3 84.1 
о КА: 168.4 25.8 71.8 6.7 18.3 85.2 90.8 89.2 91.8 72.3 
ПОЛЫ ty пос 182.5 26.5 73.1 5.8 26.2 89.5 93.6 90.8 93.5 93.6 
Poland 
POTO hae 6%. ие 447.3 87.4 202.9 277 50.7 02.2 99.3 74.2 86.6 88.2 
Е ен 568.6 113.0 246.1 29.8 53.9 86.6 106.0 90.7 84.4 98.0 
За, к их. 567.9 122.0 227.3 36.6 54.3 84.0 112.4 84.5 101.1 91.4 
Е etek es ere ayes 569.0 124.9 204.8 39.1 57.1 90.2 114.2 88.7 126.6 107.7 
Romania 
NOT Oe ее ле <eemenghel > 136.5 21.3 60.8 9.1 14.7 90.1 97.4 87.7 98.7 92.0 
По о ма. 145.9 21.7 66.9 10.4 15.8 86.2 88.6 82.9 96.5 90.4 
197 8 er nee amin ¢ 155.8 23.6 68.4 12.2 16.7 79.4 86.6 70.4 96.0 83.7 
OPE. в мые 155.3 20.7 68.6 11.9 16.2 76.0 Uk? 65.8 93.8 79.4 
Soviet Union 
CHAS) "on о GR ae roe 107.1 90.8 
ПА с с Omer ek ogo se 110.5 90.4 
ПОЛ: eee ssn ne 120.1 92.6 
TOT ects tel cte reg oye, 120.1 4 92.0 


Sources: As for table 3.4.1. 


except Czechoslovakia and Romania; in these two 
countries the indicator in 1979, following further sharp 
falls in that year, was 12.8 and 13.9 percentage points 
below its 1976 level. 

Progress in this sphere has been linked in several 
countries with plans to modernize, reconstruct and extend 
existing capacities, rather than construct new ones. In 
Bulgaria, some 63 per cent of investment outlays were 
allocated for this purpose in 1980. In the Soviet Union, 
the corresponding share of investment expenditures rose 
from 68 to 70 per cent between 1975 and 1979, and a 
10 per cent rise in the level of outlays for modernization 
and reconstruction only (excluding extension) was re- 
corded for 1980. 


в In current prices; Hungarian figures refer to socialist sector only. 


These objectives have tended to encourage a faster rise 
in the demand for machinery and equipment than implied 
by the growth of total investment expenditures. Since 
1978 output of the engineering industry has increased in 
most countries at substantially lower rates than those re- 
corded in the middle of the last decade; only in the Ger- 
man Democratic Republic did output rise at unchanged 
rates—or even a little faster than in the past (table 3.4.6). 
A further deceleration probably affected the region as a 
whole in 1980, and the growth in engineering output was 
apparently negligible or negative in Hungary and Poland. 
In the other countries, growth in 1980 was between half 
and three-quarters of the rates achieved in the mid-1970s. 
Similar trends appear likely to persist into 1981; in 
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TABLE 3.4.8 


Supply and demand for certain investment goods and for construction materials 
Undices ; previous year = 100) 


дд 


Engineering output to Machinery and equipment : Building materials ь 
machinery and equipment imports @ to investment output to site work 
Country and period investment expenditure expenditures output 
Bulgaria 
1971-197 о eee 102.8 106.0 104.8 
1976-1079 eee 110.8 106.4 103.9 
197654 аи eee 112.6 105.3 104.5 
1977 = Bie +. cae 104.5 97.4 93.2 
1978 cn ah meee sts) mee 107.4 110.5 112.9 
де eee coh seats 118.8 112.3 105.0 
Czechoslovakia 
1OFT197 Stree, . Be 99.7 106.8 98.5 
1976-1979, „ль 100.6 103.5 101.1 
1976. ва. - GAS 102.2 103.1 103.0 
Е cet о 97.7 109.7 100.4 
Е оо ay seas 99.4 103.6 101.1 
1979. вла; eS 103.0 97.5 100.0 
German Democratic Republic 
О-В. ome 103.0 107.9 101.1 
1976-1979©° ..... 102.9 107.6 101.4 
19/6 2.3 и 100.6 172 103.0 
ое. Me 103.2 111.8 99.7 
1978 ос. 102.8 100.3 101.9 
1979. * = в 105.1 106.2 101.0 
Hungary а а 
С В Бозе 98.3 100.3 100.0 
1976-1970. № 100.9 104.3 101.1 
Тб 104.7 104.2 98.9 
лы eee 93.9 98.7 99.4 
п.м 99.3 111.0 103.0 
1979 Fe cares ть 105.6 103.2 103.1 
Poland 
MOVES ое, oo в 93.5 102.0 94.6 
1.97.6-1:9'79 ово 107.1 103.1 99.7 
Об ree: airs 106.3 107.6 100.5 
ие В 105.6 98.7 100.5 
9 100.2 98.3 97.7 
о, ея 116.3 107.9 100.0 
Romania 
91-1975 си 101.1 97 Sa 103.1 
197651979'° = 100.2 101.2 107.1 
ба ее 100.9 94.1 108.1 
О ta See eee 97.2 112.3 106.0 
Е АВ о 95.2 98.2 105.1 
VEE ль Bip se de 107.5 100.1 109.1 
Soviet Union 
1971197546... 102.5 110.2 100.7 
1976-1979... .... 101.5 105.3 99.7 
Е о о oes 99.5 105.2 100.9 
NOT ое ав 103.1 104.0 99.4 
а 100.3 116.8 99.6 
и 103.2 95.0 98.8 


Sources: Аз for table 3.4.1. 
2 Imports at current prices except for Hungary (1976 forint prices). 


> Building materials industry output only except for German Democratic Republi i i 
Fg fet peer Bate public, for which data include output 


< Arithmetical averages of individual-year index numbers. 
# Based on machinery and equipment expenditures in the socialist sector only. 
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Czechoslovakia and the Soviet Union rises of 5.5 and 
6.1 per cent respectively are planned in 1980. This is about 


two-thirds of the rates achieved in the mid-1970s in both 
cases. 


(b) Investment supplies 


Available information suggests that, despite the slow- 
down in output growth rates in engineering, the supply 
of domestically produced items improved in relation to 
investment demand in all countries in 1979, and probably 
again in 1980 as over-all investment growth rates declined 


further (table 3.4.8). The tightness in 1980 in Bulgaria 
and the German Democratic Republic due to the upturn 
in investment may have been offset in part by stock-piling 
during previous years when the supply-demand relation- 
ship improved substantially. Statistics on output of Soviet 
engineering in general confirm that supplies of investment 
goods for specific industries have kept pace with invest- 
ment demand in that country. The only exception is of 
goods for chemical industry investment where the deceler- 
ation in output growth was somewhat higher than the de- 
celeration of investment expenditures by the industry. 


TABLE 3.4.9 


Gross output and factor inputs in construction 
(Annual percentage change) 


LS 


Per employee 


Country and Gross output 
period total “ Fixed assets ® Employment © Gross output Fixed assets 
Bulgaria а 
9) Oe eee ее 5.0 13.9 =i hes} 6.4 15.4 
о alae 11.2 5.0* 3.9 7.0 iil 
т eee 6.9 12.1 2.5 4.3 9.4 
а... 2.9 9.5 1.0 1.9 8.4 
Czechoslovakia 
97 G se spe aees 4.9 8.1 1.4 3.5 6.6 
> ie 2. Tai 1.2 1.7 6.4 
19 7TS Shy, а ©. 3.6 9.4 11572 2.4 8.1 
о ах 13 8.0 1.3 — 6.6 
German Democratic Republic 
Тб 1; сы 6.9 7.8 7 5.1 6.0 
По речи 5.9 9.1 1.0 4.9 8.0 
CRE) SSE et Уи 1.9 7.9 0.9 1.0 6.9 
STO em. he begs та 1.8 US 0.5 1:3 7.0 
Hungary 
бич... Saif 25 0.6 3 11.8 
LOTT Ae GE OB 2s, TA 11.7 -— bil 11:7 
о eek ow I 5.4 13.6 — 5.4 13.6 
оО. КИ. aur 11.9 peril 5.9 14.3 
ОВО. ре —5.4 4.0 ==) 
Poland 
CET Saree ae 1.6 12.5 es) 3.5 14.2 
ОИ games ео 3.9 12.9 — 0.1 4.0 13.0 
Е са 3° 3.8 15.0 0.8 3.0 14.1 
Л о oss —28 13.5 1.0 =i 15.3 
ОВО. FE — 6.0* 57 —2.4% 
Котата 
таро sas 8.6 22.9 2.7 5.Й 19.7 
ас зая А ВС 13.8 15.4 5.6 7.8 9.3 
TST SIONS SS ая 10.4 16.5 2.9 7.3 13:2 
И 3.7 1233 1.6 2.1 10.5 
Soviet Union а а 
МИ 2.7 11.4 1.6 1.1 9.6 
а. hang ICS р 10.3 1.6 0.5 8.6 
ро ae 3.1 11.6 1.8 1.3 9.6 
1979 Е 1.0* 8.3 №2 — 0.2 7.0 
ee ES ЕЕ ЗЕЕ Ы -е 


Sources: Аз for table 3.4.1. 
в See footnote a to table 3.4.6. 


> End-year except for the German Democratic Republic for which annual averages are shown. 


Fixed assets are 


valued at constant prices for all countries except Bulgaria and Romania, whero full historical cost valuation is used. 


i i i here data relate to em- 
e al averages except for the German Democratic Republic, Hungary and Romania, w a 
ео а о dates (30 September in the German Democratic Republic and 31 December in Hungary and 


Romania). Hungarian figures refer to manual workers only. 
& Current prices, 
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Growth rates for exports of machinery and equipment 
were very buoyant compared with corresponding import 
growth rates for these products since 1975. This was the 
case especially since 1978, when import growth rates 
fell very sharply relative to exports in all countries, 
negative import growth being registered in several 
of them (table 3.4.6). Growth rates are, however, 
based on figures in value terms except for Hungary; 
given the rise in prices of recent years, and also the fact 
that a large proportion of such exports are purchased 
by other CMEA countries, it does not seem likely that 
domestic supplies in the region as a whole were 
significantly affected by sales abroad of these items. 
The relatively slower growth of imports compared with 
exports is due to the higher relative share in the former 
total of transactions with countries outside the eastern 
region—from which purchases have slowed down since 
1975. The percentage growth rates for imports of 
machinery and equipment since 1975—when due account 
is taken of price rises—thus indicate a considerable 
tightening in imported supplies in all countries relative 
to investment demand for machinery and equipment. 


(c) Construction 


Throughout the entire region, the output growth rate 
in the construction sector has faltered since 1978—even 
earlier in the case of Bulgaria (table 3.4.9). In 1980, falls 
in the level of site work activity took place in Hungary, 
and in Poland it declined for the second successive year. 
In all other countries but the German Democratic 
Republic, growth dropped to rates well below those 
achieved in 1979, ranging between an estimated 0.6 per 
cent in the Soviet Union 10 3.3 per cent in Bulgaria. 
In the German Democratic Republic, the growth in 
output probably rose to 5.7 per cent. Plans, where 
available, suggest a further low level of activity in 1981 
for most countries, and range from an anticipated 1 per 
cent fall in Hungary to targets of below 3 per cent in 
Czechoslovakia and the German Democratic Republic. 
Only in the Soviet Union is output expected to expand 
substantially—by 5 per cent, which is a reflection of the 
upturn in over-all investment activity also scheduled for 
1981. The close link with investment activity suggests 
a further steep decline in Poland and probably little 
growth in Romania. 


As a result of decelerating trends in output, labour pro- 
ductivity in the sector has fallen sharply in recent years— 
despite a considerable investment effort to re-equip 
the industry during the last quinquennium. The industry’s 
share of investment up to 1978—though low in relation 
to its share of output—was maintained, or increased 
in all countries but Bulgaria over the four years 1976-1979, 
particularly large rises being allocated in Czechoslovakia 
and Romania. The share decreased in a number of 
countries in 1979, but the value of fixed assets per worker 
has risen by 5-10 per cent annually in most countries— 
and by 12-15 per cent annually in Hungary and Poland— 
since 1975. In Bulgaria, Hungary and Romania, labour 
productivity grew at very high rates—ranging between 
3 and 7 per cent in individual years up to 1978. In 
Czechoslovakia, the German Democratic Republic and 
Poland it also grew fairly fast—typically by 3-5 per cent 
annually. Productivity growth was, however, low in 
the Soviet Union—some 0.5-1.5 per cent annually up 
to 1979. Growth rates of productivity in 1979 declined 
sharply in most countries—particularly in those where 


it had previously been highest. Negative or no growth 
was recorded by three countries in the latest years for 
which figures are available (Czechoslovakia, Poland 
and the Soviet Union). Part of the reason for this very 
sharp deceleration in productivity growth is that, since 
the declining demand for construction work began, the 
labour force has continued to grow—albeit at lower 
rates—in all countries but Hungary and Poland. 


In most countries, the supply of building materials 
has approximately kept pace with the rise in construction 
output in most years (table 3.4.8).146 The notable excep- 
tion is the Soviet Union. Shortages of specific types of 
building materials have been reported in several other 
countries in recent years. Moreover, although year-to- 
year changes in supplies have on the whole kept pace 
with the growth of site work activity in the construction 
sector in all countries but the Soviet Union, the movement 
of the ratio in Czechoslovakia, the German Democratic 
Republic and Poland indicates that the relationship 
between supply and demand is less favourable than 
before. Significantly, it is in these four countries that 
investment in the building materials industry has lagged 
behind the growth of total investment expenditures by 
industry as a whole since 1975. 


(iv) Investment pricing 


Price policy has not been used as a major investment 
policy instrument, though a number of price adjustments 
have been made in several countries with limited objectives 
in mind. Although little systematic price information is 
published in the area as a whole, a number of countries 
publish investment series at differing degrees of sectoral 
detail in both current and constant prices (Czechoslovakia, 
Hungary and Poland)—enabling implicit price deflators 
to be calculated (table 3.4.10). Indices of total investment 
volume, and figures in value terms by sector and invest- 
ment branch, are published for Bulgaria—but their 
evidence suggests that no price movements at all have 
taken place since 1962, the base year retained for the 
calculation of the index. For the German Democratic 
Republic and Romania, price deflators showing move- 
ments between the two most recent price base years give 
indications of movements between 1967-1975, and 1963- 
1977, respectively. For the Soviet Union, investment 
statistics in the regular statistical series are presented 
in 1969 prices; no data on the more recent evolution 
of investment prices are available. 


The more complete data for Czechoslovakia, Hungary 
and Poland indicate that these countries have adopted 
more active over-all price policies during the last decade. 
In Hungary and Poland, investment prices were increased 
between i970 and 1979. In the former country the 
indices began to rise moderately in the early 1970s, 
and more substantial movements were again reported 
after 1976. In Poland, a large upward adjustment was 
implemented in 1971, and a bigger one in 1976. In 


| 146 These trends should, however, be interpreted with caution, 

since, except for the German Democratic Republic, they relate to 
output by the building materials industry only. In the German 
Democratic Republic, output by enterprises in other sectors and 
branches has grown more rapidly than have supplies by the building 
materials industry. Nothing is known about the contribution of 
enterprises outside the building materials industry in the other 
countries of the region. 
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TABLE 3.4.10 


Implicit price deflators for investment expenditures 


I. INVESTMENT PRICE INDICES OF TOTAL, MACHINERY AND EQUIPMENT AND CONSTRUCTION EXPENDITURES 


(1970 = 100) 
УД ee Pee ee ee 
1971 1972 1973 1974 1975 1976 1977 1978 1979 
Czechoslovakia 
otal etme he. 99 99 99 98 98 98 88 87 88 
Machinery, еашр- 
ОЕ ар р toe 100 99 99 98 98 98 83 83 84 
Construction ... 99 99 99 98 98 97 90 90 90 
Hungary 
ОАК. , 102 106 108 110 114 118 123 127 130 
Machinery, еашр- 
Mente 5 100 105 108 109 1s 117 121 123 125 
Construction 103 108 109 111 115 120 126 133 137 
Poland 
otal’ = Ну. terete? 110 110 110 110 112 126 128 130 130 
Machinery, equip- ‘ 
mente abe ress 103 103 103 103 103 105 107 109 109 
Construction ... 116 116 117 117 121 147 151 152 153 
II. INVESTMENT PRICE INDICES BY SECTOR, TYPE OF EXPENDITURE AND BY INDUSTRIAL BRANCH 
German 
Democratic 
Czechoslovakia Hungary Poland Republic' Romania 
1979/1975 1979/1970 1979/1970 197511967 1977/1963 
By sector a b b 
ЗАЧ LAS) Ae malt. SE + 88 129 124 104 97 
Construction; 2.5 sae. 87 121 117 113 87 
Aericulturese a. fel. 2s 89 130 144 98 105 
Materialsphere! 7.207129. =. 89 130 127 103 99 
Non-material sphere .... . 92 131 143 115 112 
otal Gren eit доче И: 90 130 130 105 101 
1977/1967 1979/1970 1977/1971 1975/1967 1977/1963 
By type of expenditure b b b b 
Machinery, equipment . . . 90 125 104 101 91 
COnNSUEUCHON Ge ое, 101 137 130 106 111 
By industrial branch с 
EDC Qa а takes @ 96 123 120 96 
ое с eet meen 95 119 119 101 
Metalsitse: toa see se aire 94 124 112 98 
engineering *re. sn) os 94 131 108 94 
‘Chemicals? вены. И. 94 123 108 97 
Construction materials . . . 94 125 113 100 
о Tens 93 132 106 93 
ВОО сое 94 123 118 99 
Ч о G Oe fs. & a os 95 125 111 97 


Sources: As for table 3.4.1. 
в Unit prices. 


> Derived from coefficients of 1975 values expressed in the indicated final and base year prices respectively. 


с 1978/1970. 
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Czechoslovakia there was little movement until 1976 
when investment prices were reduced. 


In the above-mentioned three countries, the total rise 
was about 30 per cent in Poland and Hungary between 
1970 and 1979, and there was a roughly 12 per cent 
reduction in Czechoslovakia. 


Though price movements over the last decade have 
thus been on the whole modest, there have been some 
significant inter-country differences. The price rise in 
the German Democratic Republic, as shown by the 
coefficient between total investment in 1975 as expressed 
at 1967 and 1975 prices, amounted to only 5 per cent 
over the whole eight years (no information is available 
for the period after 1975). For Romania, a price rise of 
some 1.5 per cent between 1963 and 1977 can be derived 
by the same method. And the growth of the investment 
volume index in Bulgaria as compared with developments 
in value terms indicates a rise of only about 1 per cent 
over the last 16 years. 


There is no evidence to suggest that the system of 
administered prices common to the area has been used 
in a systematic way to curb or to stimulate the investment 
sector as such. In some countries investment prices have 
fallen relative to the over-all price level (Czechoslovakia) 
and in others they have risen (Poland). Nor has there 
been more than a partial effort to adjust domestic prices 
in line with external market forces. For machinery and 
equipment, prices fell by 10 per cent in Czechoslovakia, 
and rose by a modest 10 and 25 per cent in Poland and 
Hungary respectively over 1970-1979—as compared 
with a rise of some 3 times (in dollars) for this category 
of eastern imports from western countries. In Cze- 
choslovakia and Poland moreover, movements have 
on the whole been lumpy and do not indicate that prices 
are playing more than a marginal role in adjusting 
promptly to changing scarcities. This is however less 
true in Hungary where price movements have been more 
evenly distributed over the years. 


' The statistical evidence does suggest that in some 
countries prices are now beginning to play a modest 
role in the allocation of resources within the investment 
sector, though there are some inconsistencies. Policies 
to reduce the share of construction activity in total 
investment expenditures have already been noted; they 
are also clearly evident in investment price movements 
of all countries for which statistical evidence is available. 
In Hungary and Poland since 1970 and in Czechoslovakia 
since 1976, there have been marked increases in the 
respective implicit price indices of construction expen- 
ditures relative to machinery and equipment outlays. 
The differential amounted to a relative price rise in 
construction expenditures with respect to machinery and 
equipment of some 6 per cent in Czechoslovakia (since 
1975), 10 per cent in Hungary and 40 per cent in Poland 
(since 1970). In the German Democratic Republic, the 
divergence amounted to a rather small 5 per cent (1967- 
1975) but in Romania to 22 per cent (1963-1977). 


There is also some evidence of differentiated price 
developments with regard to investment in the material 
sphere of the economy as compared with the non- 
material branches—in line with recent policies in most 
countries to stimulate the development of investment 
expenditures in the material sphere at higher than 
average rates. In Czechoslovakia, the two indices have 
diverged since 1975 by 3 percentage points (i.e. prices 


in the non-material sphere have fallen less fast). In 
Hungary investment prices in the material sphere rose 
by 1 percentage point less than in the non-material 
sphere since 1970. This reflects only in part the greater 


‘share of construction activity—where prices fell more 


slowly or rose faster than for machinery and equipment— 
as compared with investment in the non-material sphere. 
In Poland, the divergence is much more marked, the 
implicit price index for the non-material sphere having 
climbed about 13 per cent faster than that for the material 
sphere since 1970—about the same as for Romania 
between 1963 and 1977 and somewhat more than in the 
German Democratic Republic (12 per cent) 1967-1975. 


With regard to sectoral price movements, the absolute 
rise in agricultural investment prices, where over 60 per 
cent of investment is spent on construction projects, has 
been particularly rapid in Poland (about 44 per cent, 
compared with some 30 per cent for the whole economy). 
This movement runs counter to the priority status 
accorded to agriculture in recent years in terms of its 
growing share of investment allocations—and may in 
part result from the classification of independent farmers 
as private individuals. The price rise has been lowest 
for the construction sector and—within the non-material 
sphere—for Polish investment in scientific research 
(rises of 17 and 19 per cent respectively compared with 
1970). In Hungary, Czechoslovakia and Romania, the 
price rise for construction sector investment goods has 
also risen by less than for others but by much more than 
average in the German Democratic Republic. Agriculture 
investment prices rose faster than average in Romania, 
but slower in the German Democratic Republic. 


Further examination does not, moreover, suggest 
any systematic use of pricing policy within industry 
to encourage or discourage investment activity in one or 
another industrial branch. The fall in the implicit 
industrial price index between 1967 and 1977 is remarkably 
uniform in Czechoslovakia, with price changes ranging 
from falls of 7 per cent in light industry to 4 per cent 
in the fuel and energy branches. In this case, price 
movements appear to work against policies to increase 
investments in the extractive branches and energy, and 
are inconsistent with the reduction in the share of total 
industrial investment in the food and chemical branches 
since 1975. This differentiation pattern does, however, 
accord with the rising share of investment in light 
industry branches. By contrast, investment price develop- 
ments in Poland between 1971 and 1977 show a somewhat 
greater spread between branches. The average movement 
for industry was a rise of about 11 per cent—but rises 
in individual branches ranged from 6 per cent for light 
industry, 8 per cent for engineering and chemicals, 12 per 
cent in metals, 18 per cent for the food industry, 19 per 
cent for fuels and mining, and 20 per cent for energy 
investment—a highest-to-lowest spread of 13 per cent. 
For the latter and light industry, price movements are 
о with investment allocation patterns since 


The Hungarian pattern is similar. The average rise 
in industry was higher than in Poland—some 25 per 
cent—but the spread was about 11 per cent during 1970- 
1978 and ranged from an increase of 19 per cent in 
the fuel industry, 23 per cent in the chemical and food 
industries to 31 per cent in engineering and 32 per cent 
in light industry. Except for light industry and chemicals 
these movements were almost completely contrary to 
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observed branch allocation patterns. The spread in 
Romanian industry is somewhat lower—some 7 per 
cent between fuels (highest) and light industry and 
engineering (lowest)—a pattern slightly more consistent 
with branch allocation movements since 1975. 


At the over-all level'of economic management, therefore 
there is no evidence that any country has systematically 
used price policies as an instrument for allocating 
resources between investment and other demand sectors; 
though in some cases it may have been used to reinforce 
resource allocation patterns basically implemented by 
more direct measures (central budgetary disbursement, 
administrative regulation of enterprise funds, credit 
policy and tax regulations). At the same time, price 
differences have developed between different types of 
investment (productive and non-productive; construction 
and machinery/equipment expenditures; industrial and 
various non-industrial) which appear to conform with 
investment allocation priorities, and with observed 
changes in the distribution of investment expenditures. 
There is, however, only limited evidence of this with 
regard to industrial branch investment allocation policies. 


ANNEX 


THE CAPITAL COST OF GROWTH 


Differences in individual countries’ experience and their res- 
ponse to it do not conceal a feature common to a greater or lesser 
degree in all countries and which has intensified throughout the last 
half of this decade: the unprecedently and—except for the Soviet 
Union—above-plan rises in incremental capital-output ratios—or in 
other words—the progressive rise in the capital cost of increasing 
output. The continuation of this phenomenon in most countries of 
the area in 1980 has already been described in a previous section. 
The phenomenon is closely related to the problem of diminishing 
labour supply in the eastern area. The substitution of capital for 
labour will, by definition, increase ICORs and eventually CORs 
over the long term—at least to the extent that technical progress 
does not bring about improvements in efficiency and hence re- 
ductions in capital costs per unit of output sufficient to offset 
completely capital cost increases associated with labour substitution. 


Other factors may also work to accelerate the growth of capital 
costs. These include shifts of resources from low to high capital- 
intensive sectors and branches, changes in the capital efficiency 
within sectors and branches—which includes the influence of such 
factors as shortages in goods for further processing, costs of master- 
ing new technologies, management shortcomings, slack demand for 
products entailing the under-realization of capacities, the relocation 
of productive investment towards locations where associated infra- 
structural investment costs increase, or where operation is more 
costly because of severe climatic conditions or other geographical 


factors. 


The rise in the capital costs of growth can be illustrated either 
in terms of ICORs (which are less stable and hence less suitable for 
benchmark year analysis) or in terms of movements in the relation- 
ship between total fixed assets and production (capital-output 
ratios). In the rest of this section, changes in CORs in the eastern 
region will be reviewed to illustrate the total effects of recent changes 
in capital requirements on over-all (NMP) and industrial develop- 
ment performance during 1970-1979; to illustrate the effects of 
structural changes in the distribution of fixed assets by economic 
sectors and industrial branches; and to indicate the sectors and 
industrial branches where the changes in capital requirements per 
unit of output have been most marked.147 While the effects of 
changes in CORs due to shifts between high and low capital intensive 
sectors and branches will thus show up, and the impact of individual 
sector and industrial branch movements will be presented, no attempt 
is made to analyze specific causes of changes at sub-sectoral and 
sub-branch level, since no adequate statistics are available to do so. 


The technique used was to construct series showing CORs for 
up to six sectors of the economy (NMP), and for up to nine individual 
industrial branches (in terms of gross output) per country. Compari- 
sons were made between actual growth during 1970-1979 with what 
growth might have been if the structure and unit production require- 
ments of fixed assets (CORs) had remained constant at 1970 levels; 
to reveal by arithmetical techniques the respective influences on 
over-all growth of changes in whole-economy and whole-industry 
COR’s; and to find the contribution to those changes of individual 
sector and industrial branch CORs on the one hand, and of changes 
in the sectoral and industrial branch distribution of fixed assets on 
the other.148 


The results summarized in the text table below show that in 
no country was the growth of NMP promoted by the movement of 
aggregate CORs during 1970-1979. The effects of changing sectoral 
CORs inhibited growth of NMP to some 76-89 per cent of what it 
would otherwise have been if sectoral CORs had remained constant 
since 1970. 


The text table also shows that the effects of changes in the sectoral 
CORs were partly offset by changes in the structure of fixed assets 
from high to relatively low capital-intensive sectors.1*® Nevertheless, 
even taking into account the growth boosting effect of structural 
change since 1970, the net effect of the two elements remains large 


147 Tt should be noted that fixed assets in the non-material sphere 
have been excluded from the analysis. 


148 То summarize the argument: aggregate NMP (and total 
industry) CORs are composed of two elements: the effects of move- 
ments in the individual sector (industrial branch) CORs on the one 
hand, and on the other effects of changes in the fixed asset structure 
(i.e. by shifts from a low COR to a high COR sector/branch or vice 
versa); hence aggregate NMP (and industry) COR changes represent 
the net effect of changes in the sector/branch CORs and of changes 
in the sector/branch distribution of fixed assets. 

149 The effect of changes in fixed asset structures also includes, 
on a net basis, an “interaction effect”. This is not shown separately 
since it is relatively small. To simplify, it shows separately the net 
effects of changing sectoral CORs in “recipient” sectors/branches on 
that part of total fixed assets actually shifted; it can thus best be 
considered as part of the “structural change” effect. 


Effects on 1979 NMP levels of post-1970 sectoral COR changes and fixed asset shifts 


(Per cent of NMP in 1979 assuming 1970 sectoral CO Rs 
and fixed asset structure) 


a nnn 


Czecho- German Soviet 
Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 
Effects of : 
Sectoral COR changes. —14.3 — Wer — 10.7 — 22:5 — 18.9 — 13.8 239 
Fixed asset shifts ED el) 3.2 23 Ga OLE) 525 +3.0 +1.3 
Total (net) COR change — 10.6 =U) —8.4 — 112 — 16.4 — 10.8 — 22.6 


и 


Source: Table 3.4.11. 


Note: Minus sign = growth inhibiting effect and plus sign = growth boosting effect. 
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and negative, and indicates that NMP in the various countries of 
the region in 1979 stood at some 78-92 per cent of the levels it might 
otherwise have reached if sectoral CORs and the sectoral distribu- 
tion of fixed assets had remained as in 1970. 


A similar exercise conducted for gross industrial output reveals 
that trends were similar in Hungary, Poland and the Soviet Union, 


named countries, COR effects amount to less than 5 per cent (above 
or below) of industrial production assuming 1970 CORs and indus- 
trial branch fixed asset structures, though in the first three countries 
this factor appears to have accounted for shortfalls of 14-19 per cent. 
Again, changes in fixed asset structures asserted a positive influence 
except in the Soviet Union. However, in that country and also in 
three others where their effects were positive, their influence on 


where COR changes had noticeable effects on growth, though the 
results are scarcely significant for Bulgaria, Czechoslovakia or (up 
to 1976) 150 for the German Democratic Republic: in the three last 


growth was negligible, but fixed asset structural shifts appear to have 
boosted industrial growth significantly in Bulgaria and Ро]ап.181 


151 Romania is excluded from this part of the analysis since it 


150 The German Democratic Republic has not published detailed < L 
publishes no statistics on industrial fixed assets by branch. 


data on industrial fixed assets by branch for years after 1976. 


Effects on 1979 gross industrial production levels of post-1970 
branch COR changes and fixed asset shifts 


(Per cent of potential gross industrial production 
in 1979 assuming 1970 branch CORs and fixed asset structures) 


Czecho- German Soviet 
Bulgaria slovakia Dem. Rep.* Hungary Poland Romania Union 
Effects of: 
Branch COR changes —4.8 — 0.4 +0.5 —18.9 — 16.8 — 14.4 
Fixed asset shifts +6.1 lee Slee +1.1 + 4.2 — 03 
Total (пе) СОВ changes —1.3 +0.8 tailed Ses SPAS — 14.7 
Source: Table 3.4.11. а 1976. 


garia. It accounted for 38 рег cent of COR change growth-inhibiting 
effects in Czechoslovakia, 35 per cent in the German Democratic 
Republic, 20 per cent in Hungary, 38 per cent in Poland (positive 
up to 1975), 1 per cent in Romania (positive in 1975-1978) and 
24 per cent in the Soviet Union. Conversely, the negative contribu- 
tion of agriculture was very large indeed both in absolute terms and 
even more so proportionally to its share in total fixed assets. The 
same was also true of construction, the negative contribution of 
which in relation to its share of fixed assets was even higher than 
that of agriculture. The results are summarized, for 1979 only, in 
the following text table: 


The data presented in table 3.4.11 give information on the 
effects of changes in the individual CORs of the principal sectors 
and industrial branches and on their share in the contribution of sec- 
tors and branches to the aggregate NMP and gross industrial pro- 
duction COR effect respectively. They show first that within NMP, 
the industrial sector (net product basis) has accounted for a relatively 
small share of the over-all growth inhibiting effects of rising sectoral 
CORs in absolute terms. This result is the more pronounced when 
industry’s performance is viewed in relation to its 50-65 per cent 
share of total productive fixed assets. Indeed, its contribution to 
1979 COR-induced production growth effects were positive in Bul- 


Sectoral contributions to total growth-inhibiting effects of post-1970 
COR changes (A) compared with sectoral shares of fixed assets (B), 1979 


(Per cent of totals) 


ene 


Bulgaria т oe Rep. Hungary Poland Romania ны 
А В А В A B B 
Agricultutes 2) “naar 66 17 34 16 30 13 40 19 49 25 33 15 SG ДИО 
Construction. ..... 28 4 24 4 21 3 25 3 30 4 37 6 16 5 
обо г. =f) 52 38 61 36 64 20 42 38 47 1 60 24 48 
Офес cer care 15 2 4 19 13 20 15 38 slid 24 29 19 3 20 


Source : Table 3.4.11. 
Note : Minus sign indicates growth boosting effect (this table only). 


@ This includes the contribution of trade, material supply and related sectors, 
and non-specified production. It is not possible to give separate figures for agri- 
culture’s share in NMP, nor hence to calculate agricultural CORs, since no Soviet 


figures suitable for analysis have been published for the years following 1974. 
Other evidence, notably the sectoral breakdown of NMP in current prices (pub- 
lication of which was discontinued for the years after 1978), suggests that the 
contributions of the other sectors included here under agriculture to NMP have 
probably boosted growth during 1970-1979, and hence that the growth inhititing 
effects of agriculture are understated in this table. 
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Table 3.4.11 contains additional information enabling the 
effects of individual sectoral COR changes (and of changes in the 
sectoral distribution of fixed assets) to be examined between 1970- 
1975, and between 1975-1978 and 1978-1979. A striking feature is 
the relative increase in the growth inhibiting effects of sectoral COR 
changes relative to the growth promoting effects of fixed asset 
structural changes since 1975, and the rise in the levels of both 
sectoral and branch COR change effects and, hence, of the combined 
growth inhibiting effects during the 1976-1980 plan period. The 
phenomenon was common to all countries, and similar movements 
in the same direction continued between 1978 and 1979 in all coun- 
tries but Romania and the Soviet Union. 


Within the industrial sector similar techniques, of which the 
results are also shown in table 3.4.11, permit assessment of the per- 
formance of selected industrial branches for most countries. The 
most striking feature here is the positive contribution to the gross 
output increase made in virtually all countries throughout the whole 
period 1970-1979 by engineering, and in most countries—though to 
a smaller extent—by chemicals. The exception with regard to 
chemicals is Poland, and, in the case of engineering, both Hungary 
and Poland—though in none of these cases until after 1975. The 
positive contribution of both sectors however generally declined in 
all countries after 1975,—and was even negative for engineering in 
the Soviet Union in 1979. 


Although not shown in the table, the contribution of the metal- 
lurgical industry is worthy of note: in Bulgaria, Czechoslovakia and 
the German Democratic Republic, the metallurgical branch contri- 
buted positively to growth on an increasing scale during 1970-1979. 
By contrast the change in CORs in metallurgy began to contribute 
negatively to growth in Hungary and Poland—particularly after 
1975; the branch’s share in the total growth boosting or growth 
inhibiting effects of COR changes was in all cases, however, relatively 
small. (No fixed asset figures for this branch can be derived for the 
Soviet Union.) Conversely, COR changes in the combined light and 
food industry branches contributed negatively to growth—on a large 
scale in all countries in all reference years; and their joint negative 
contribution indeed accounted for the largest element in the total 
industrial growth inhibiting effects of COR changes in all countries. 


With regard to over-all effects on industrial production in 
individual countries, total (net) branch COR changes in industry 
resulted in some positive effect on growth in Czechoslovakia, 
Poland and Romania until the mid-1970s.2 Ву 1979, the total effect 


а In assessing the results for industry, it should be bornein mind 
that the use of figures on a gross and net output basis sometimes 
shows different movements, which reflect above all different rates of 
increase in material costs per unit of output. In Bulgaria, Hungary, 
Romania and the Soviet Union, net output grew faster than gross 
by 7.1, 9.1, 1.5 and 3.5 respectively during 1970-1979, while it fell 
short in Czechoslovakia, the German Democratic Republic and 
Poland by 8.9 and 4.3 per cent. The aggregate growth inhibiting and 


of branch COR changes on gross industrial production for the five 
countries whose figures are available were still only marginally 
negative in Czechoslovakia and accounted for a small, —5 per cent 
negative effect on output in Bulgaria; in Hungary, Poland and 
the Soviet Union they were substantially negative and growing 
fast after 1975—these total growth inhibiting effects rising to 18.9, 
16.8 and 14.4 per cent respectively of potential 1979 industrial output 
levels calculated on the constant 1970 CORs and fixed asset structure 
assumption. The effect of changes in fixed assets structures on 
industrial growth was, as for NMP, positive in most countries: it 
was relatively large in Bulgaria and especially big in Poland; and 
was rather small but negative in the Soviet Union. 


Within industry, the striking feature is the extent to which both 
growth boosting and growth inhibiting effects are concentrated on 
particular branches. Positive contributions were made in virtually 
all countries up to 1979 by engineering and to a lesser extent by 
chemicals. However, the positive effects declined over time. In 
Hungary, chemicals, and in Poland, engineering, have become 
negative in recent years. The obverse of well above average per- 
formance in these branches is the very large negative contribution 
to growth caused by rapidly rising CORs in the light and food 
industries. The two industries combined account for some 25-35 per 
cent of gross industrial output throughout the eastern area, and are 
responsible in Bulgaria, and Czechoslovakia, for substantially more 
than the total COR growth inhibiting effect (though in these two 
countries they are relatively small) on the industrial sector as a 
whole. In Hungary, Poland and the Soviet Union, they accounted 
together for 48-60 per cent of total negative branch COR effects in 
1979. For fuel and energy combined, a similar though less marked 
tendency appeared in Czechoslovakia, Hungary, Poland and the 
Soviet Union, but the COR effects of the two branches were positive 
in Bulgaria and in the German Democratic Republic (up to 1976). 


growth boosting effects of COR and fixed asset changes presented in 
table 3.4.11 should therefore be viewed in the light of these differ- 
ences; since no figures are available for net industrial output by 
branch in most eastern countries, it was not possible to ensure 
comparability with NMP results. The apparent growth-boosting 
effects of both branch CORs and fixed asset structural changes 
observed for Czechoslovakia, the German Democratic Republic and 
Poland thus paradoxically owe something to the slower reduction of 
material costs of industrial production in those countries, as 
suggested in the table below. However, this does not necessarily 
affect the relative effects on growth of changes in CORs of different 
branches. 


Indices of industrial growth in 1979 


(1970 = 100) 
Czecho- German Soviet 
Bulgaria slovakia Dem.Rep. Hungary Poland Romania Union 
Net бы. с 212 154 161 180 198 - 275 178 
Gross Meas - 198 169 170 165 207 271 172 


5. CONSUMERS’ INCOMES AND SUPPLIES 


(i) Incomes and incomes policies 


In 1980, the real income per head of the population 
rose in all countries of the region except Hungary. The 
spread of growth rates ranged between 0.5 per cent in 
Poland and 3.5 per cent in the Soviet Union. The other 
countries reported increases of between 2.4 and 3.0 per 
cent. In Hungary per capita real income did not increase 
(table 3.5.1). As compared with 1979, the rise of real 
income per head of the population was lower in 1980 
in most countries of the region, reflecting the slowdown 
in economic expansion. Taking into account a marked 
decline in NMP in Poland, the 0.5 rate of growth of 
real income reflects the high priority given to maintaining 
the standard of living in that country; similarly the 
decline in NMP recorded in the preceding year did not 
prevent a 2.4 per cent growth of real income—though 
this appears to have been confined to the non-agricultural 
work force. For 1981, annual plans in Bulgaria, the 
German Democratic Republic and Romania provide 
for higher growth rates while policies in Hungary and 
Poland emphasize maintenance of current levels of real 
income. 


In all countries of the region, per capita real incomes 
have increased continuously during the current five-year 
period, although the medium-plan targets were as a rule 
higher than the performance actually achieved: only 
in the German Democratic Republic did the rise exceed 
the plan target (see text table below). 


Growth of real income per head of population, 1976-1980 
(Average annual percentage change) 


Five-year 
plan Actual 
Bulgaria permeates с р о 37 2.4 
GCzechoslovakiasts. ее eG 5 ae ees Ae Se 1.9 
German Democratic Republic. ....... 3.9-4.2 4.4 
HUN arya eee ee. fo ae 3.4-3.7 пы 
О са. ei с 2.9 
Вотан а ок ая 6.2-7.0 Sil 
Soviet Union cme sa: oi Lem ee 3.9 33 


Source : As for table 3.5.1. 


There is no full information on the growth of real 
wages in 1980. The Soviet Union recorded the highest 
rate of growth of the countries in the region (3.2 per cent); 
the Byelorussian SSR with a 4.4 per cent increase was 
somewhat higher, while the annual increase in the 
Ukrainian SSR was 3.6 per cent. Among the east 
European countries, Romania recorded a rise of 2.5 per 
cent. For most countries, available data suggest that 
growth trends were similar to the changes in real incomes. 
On this basis it can be estimated that in Hungary real 
wages decreased by 2.6 per cent. There is likely to have 


been little change compared with 1979 in Poland. In 
Bulgaria, Czechoslovakia and the German Democratic 
Republic, real wages rose by some 2.5-3.0 per cent. 


Changes in money incomes of the population show 
great inter-country disparities (table 3.5.2). This largely 
reflects varying policies towards consumer prices. Whereas 
countries such as the German Democratic Republic 
and the Soviet Union are maintaining virtually stable 
prices for consumer goods, Bulgaria, Czechoslovakia . 
and Romania experienced price increases of almost 
4 per cent in 1979. In Hungary and Poland, and probably 
also in Bulgaria, the estimated price increase in 1980 was 
around 5-10 per cent. Money incomes in 1980 hence 
rose at the lowest rates in the German Democratic 
Republic (2.8 per cent), and by around 4.5 per cent 
in Czechoslovakia and the Soviet Union. Most prob- 
ably Bulgaria experienced a rise at a rate above the 
6.3 per cent recorded in 1979. The increase:in Hungary 
was around 9 per cent annually in the period 1977-1979 
but around 5 per cent in the year under review. In 
Hungary the guidelines for the five-year plan 1981-1985 
envisage an increase of 4.5-5.0 per cent annually. While 
this should compensate for a similar rise in consumer 
prices, it indicates that policy towards real wages is 
likely to continue to be restrictive in the next few years. 


In Poland an 11.5 per cent rise in money incomes was 
recorded in 1980. A further improvement of 17 per cent 
is expected in 1981 due to the situation which was created 
by agreements to step up wages, social benefits and agri- 
cultural incomes in the second half of 1980 and at the 
beginning of 1981. Wages and wage-like incomes show 
largely the same trend. 


Almost complete data are available for average monthly 
nominal wages (see text table page 158); by and: large they 
follow trends in money incomes and nominal wages. 


In Bulgaria, following wage and salary increases, 
including those granted following changes in wholesale 
and retail prices announced in November 1979, the 
annual average salary of workers and employees increased 
in state and co-operative sectors of industry by 13.5 per 
cent in comparison with 1979. In construction they rose 
by 12.5 per cent, in transport by 14.5 per cent and in 
trade by 14 per cent. In the period 1981-1985 average 
monthly wages and salaries will increase by 14.5 per 
cent. 


In Czechoslovakia the tendency was to slow down wage 
growth from 1978. Under recent systems of remuneration, 
the major share of wages was determined on the basis of 
quantitative indices and gross production, and only 
4 per cent reflected quality indices. From 1 January 
1981, 80 per cent of wages will be fixed according to the 
performance of enterprises. Bonuses will depend on 
returns on fixed assets and working capital. If profitability 
performance is not maintained or the enterprise in question 
makes low profits in relation to capital, the bonus fund 
will be reduced. Losses caused by poor quality production 
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TABLE 3.5.1 
Real.income and real wages 
(Annual percentage change) 


Э——_ SSSeSeSeSeSFSFSSSSSSSSSSSSSSsFsFesessSsSSsSsSsé—SFs 


Real income Real wages Real income Real wages 


head 
Period ners, Raley eae и т 
Bulgaria Romania 

a 
LOG es по 4.6 0.8 8.7 5.8 
LICE HA gags ah ta ae 0.6 0.4 2.8 5,5) 
97S See ee eee 13 0.4 8.0 8.0 
Е. 2.9 185 3-3 22.5) 
Plan 1980... 2..0 3.0 Bell 
Е АЕ СЫ ЖЕ 27 2.4 2.5 
Plan i981 Vokes. 3.1 3.4 

Czechoslovakia Soviet Union 

b 
аа Я 33 2.0 Bi 3.8 
OT es oe serene 2.3 2.0 3.5 AS 
Вес 1.0 1.9 3.0 3.0 
оО ее 0.6* — 0.8 3.0 2.1 
Р1ап 1980..... 22 — 2.9 2a 
И, ден 2.4* 3.5 3.2 
Е ао 2 2.9 1.8 

German Democratic Republic Byelorussian SSR 

b 
бор ть, 5.0 3.0 6.0 UP? 
ии 5.9 3.2 3.0 2.2) 
LOTS реа 4.2 32. 4.0 2.8 
1979 wi er реа 3.4 3.0 4.0 2.1 
2131119805: i... 3.4 : 3.8 Sel 
ОВО сх; 3.0 3.0 4.4 
Plan 1981 с. 92 2.2 

Hungary Ukrainian SSR 

b 
Обо. | 5 sds 0.8 0.1 5.0 4.7 
NOT FET eee sos a 4.9 37 4.0 7) 
197 Beran en. oe 2.9 3.1 3.0 р 
1079 еее tai — pales, P39) 2.3 
Plan 1980 ..... — —* Sy) 3.7 
По... — = 26" 2.0 3.6 
Plan 1981... 3... —* 2.9 

Poland 

Об кк БАЙ 3.9 
Ee оС 5.3 2.3 
1978s Ма: 0.4 = 
СХ ee ei oats 2.4 2.0 
Plan 1980 ..... 1.0-1.3 ca. 1.0 


LEED 
Sources: National statistics, plans and plan-fulfilment reports. 
а Increase in wage fund in real terms. 
> Average nominal wages. 
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Average monthly nominal wages and salaries 


И ee ee 


Average monthly 


wages and salaries Annual percentage changes 
in national 
as as tome 1976 1977 1978 1979 ie 1980 isi 

Bulgarias ео. 181 1.4 2.0 4.0 5.1 ae 9.7 
Czechoslovakia ...... 2 640 2.8 3.2 3.0 725) oie 2.4 
German Democratic 

Republics porn о 10112 9.5 2.9 82 3.0 © As oe 
Ise? 5 5 eo a A Oo 0 8 4 050* 551 8.9 8.4 10.4 4.5 4.5 4.5-5.0 
Роза еее а 5135 8.8 TES 6.1 8.7 6.6 12.8 
Romania Syepeg ewe 2 256 8.3 6.2 10.6 4.8 Ae 7.0 me 
Soviet И 5 оо бовс 168.5 ° 3.8 2.5 3.0 РИ 2.4 372 1.8 


— 3—8 —8Ш6&6&>,БгШ86868Ш—Ш6ШЩШ———3————————————_—_—___д— 


Sources: Аз for table 3.5.1. 
@ 1979, 
> Earnings plus payments and benefits from social funds total 232 roubles рег month. 


TABLE 3.5.2 


Money incomes 
(Annual percentage change) 


Total Wage and Pensions and social benefits Total Wage and Pensions and social benefits 
money wage-like Income Рот — ————_- money wage-like Income from ———-__—__- 
Period income income agriculture Total Pensions income incomes agriculture Total Pensions 
Bulgaria Hungary 
1976 geese ice eters a 6.9 24.5 57.5) 7.4 6.1 5.6 = 13.8 19.1 
а: Se 1.8 91.5) 2h) 7) 9.6 7.3 т 9.8 12:5 
ое ол бо an. а 4.5 5.2 4.0 Tal 8.1 9.0 — 8.4 10.5 
р ма ое ae 6.3 4.0 6.2 7.9 9.5 7.6 6.7 18.6 21.8 
Тб. a де He Re ое 9.5 6.3 10.7 15.6 14.2 
Czechoslovakia Poland 
|.) 
976 кк. 4.9 4.0 ile 8.7 12.9 12.1 10.6 olf 155 16.6 
р А 4.5 4.7 0.5 3.5 3.3 12.3 9.0 14.2 ile? 22.8 
1978 eee чи. 855 4.2 2 2.6 PT 8.9 thes 52 16.6 20.4 
о О Л 3.6 3.4 1.8 эй 33 9.9 On AS 17.3 20.6 
Planti9s07 3... 53 2.8 а ВЕ del a 8.0 6.7 Ua 16.0 19.0 
о... 4.1 855) oe 4.4 6.8 11.5 12.0 7.0 a 13s 
Plansi98ieus со. es р. a Ре т brs He 
German Democratic Republic Soviet Union 
196% те 3.9 4.4 1.9 5.8 5.9 4.8 557 5.3 
ых 1 5:2 4.7 13.0 4.5 4.6 4.0 4.1 5.4 
а foe ce 3.6 4.5 ee Бо Tek 5.1 5.4 2.2 5.4 6.6 
я 2.8 3.7 и =e 1.4 4.0 4.0 0.5 27 5.9 
21811980... 4.0 ne its ae we 4.5 37 5.4 8.3 10.0 
T980 sae Sk 2.8 ae an 16.1 4.5 4.4 1.1 6.2 7.5 
Plan 1981 о 4.0 we a fe 305) В 4.2 Shi 7.0 


Sources: As for table 3.5.1. < Average monthly wage. > Non-socialized sector only, 
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will be deducted from profits set aside for wages, and will 
thus reduce the sums available for wage payments. Trials 
of the new wage system offer promising indications of 
how the new system will work—particularly as regards 
the relationship between the growth of productivity and 
earnings. Productivity at enterprises using the new system 
increased by 6.8 per cent in 1979 and monthly earnings 
by 3.5 per cent. 


In Poland money incomes rose in 1980 by about 
140 billion zlotys or 11 per cent; within this, money 
incomes of workers in agriculture rose by 7 per cent. 
According to official data average earnings in the socialized 
economy during the first eight months of 1980 amounted 
to 5,597 zlotys or 297 zlotys more than the average for 
the previous year and about 700 more than two years 
ago. By the end of i980, average pay had been increased 
to 6,203 zlotys. The biggest increase was in the health 
service (1,389 zlotys), the smallest in the state adminis- 
tration (500 zlotys). 


The average 800 zlotys per capita rise was paid to all 
workers and is generally regarded as compensation for 
tises in the cost-of-living. The scale and distribution 
of the rises varied in individual branches and plants, but 
the general intention was to raise the lowest incomes, 
formerly estimated at 2,400 zlotys. Hence the wage 
differential between the lowest and highest paid workers 
was reduced. 


In Romania, a slowdown in the rate of growth of 
wages was registered in 1979. Average monthly nominal 
wages rose by 7.0 per cent in 1980. From 1 August 1979 
to i December 1980 about 4 million people benefited 
from increased remuneration, and a second group of 
2.8 million workers also received pay rises from 
1 December. This concluded measures laid down in 
the 1976-1980 plan from which the total employed 
population has now benefited. As a result, wages in 
1980 exceeded the 1975 level by between 30-32 per cent, 
as against the initial provision of 18-20 per cent. Maximum 
wage rates were increased from 1,595 lei in 1975 to 
2,238 lei in 1980 (by 40 per cent) and minimum rates 
from 1,114 to 1,425 lei (by 28 per cent). Wage differentials 
between highest and lowest paid workers rose from 43 
to 56 per сепё.152? From 1980, workers have received 
additional income supplements under profit-sharing 
schemes under the system of workers’ self-management 
and self-administration of enterprises. Profitable enter- 
prises have set up a workers’ profit-sharing fund to which 
3 per cent of the planned profit is contributed, together 
with up to 25 per cent of above-plan profit derived from 
material cost reductions and savings on other production 
expenses. Moreover, the profit-sharing fund can be 
augmented by up to 10 per cent of above-plan profits 
earned if enterprises exceed export plans. 


In the Soviet Union, stable rates of growth of average 
monthly nominal wages averaging some 2.9 per cent 
annually were achieved during 1976-1980. A rise of 
3.2 per cent was recorded in 1980, and a 1.8 per cent 
increase is planned for 1981. The average wages of 
factory and office workers rose by more than 15 per cent 
in 1980 as against 1975. In agriculture, incomes were 


152 The highest average earnings were in industry (5,862 zlotys), 
the building industry (5,938 zlotys) and science (5,832 zlotys). At 
the same time, the average earnings in education were 4,520 zlotys, 
trade 4,391 zlotys and health service 4,363 zlotys. Zycie Warszawy, 
19 September 1980. 


affected both by production outcomes, and by rises in 
procurement prices. Agricultural incomes in total rose 
by 1.1 per cent in 1980, and the incomes of collective 
farmers from work in the publicly owned economy rose 
by 26 per cent in comparison with 1975. Of the total, 
about 31 million workers in the non-material sphere have 
received increases in wages amounting to 4.1-4.6 per cent 
annually in the last five years. 


According to the guidelines for the economic and social 
development of the Soviet Union over 1981-1985, the 
average monthly pay of workers and employees is to be 
raised by 13-16 per cent, which will bring it up to 190-195 
roubles by the end of the five-year period. The earnings 
of collective farmers from collective farm activity are 
expected to rise by 20-22 per cent. Improved wage 
determination systems will tighten up the relationship 
between bonuses and labour input. 


Incomes from agriculture were influenced to a great 
degree by results in agricultural production, and also 
by the changes in procurement prices. For 1980, data 
are available only for Hungary (10.7 per cent), Poland 
(7 per cent) and the Soviet Union (1.1 per cent). 


Pensions and social benefits in Czechoslovakia, the 
German Democratic Republic, Poland and the Soviet 
Union rose faster than money incomes and wages in 
1980 (see table 3.5.2). In that year, a 16.1 per cent 
increase in the total amount of pension payments in the 
German Democratic Republic was reported.15* A notable 
13.1 per cent increase was implemented in Poland. 
Czechoslovakia and the Soviet Union have reported a 
more modest but still considerable increase of around 
7 per cent. Hungary has continued its policy of high 
rates of growth in resources allocated for pensions, 
which reached 14.2 per cent in 1980—compared with a 
minimum annual figure of 10.5 per cent in 1976-1980. 


Data are not available for Bulgaria for 1980, but the 
rates recorded in the years between 1976-1979 show that 
the increase was between 7 and 8 per cent annually. The 
social consumption fund rose by 20 per cent in 1980 
compared with the previous year. A decree on improving 
the financing and management of the health services 
sector was promulgated in 1980. According to the 
decree, State budget subsidies for free medical services 
are to be held at the current level and increased gradually 
in the future. Basic medical services will henceforth 
be on a free-of-charge principle, which will involve 
increases in budgetary subsidies. 


In Czechoslovakia, payments from the social 
consumption fund increased by 5 per cent in comparison 
with 1979; social consumption per capita amounted 
to 8,900 crowns, and increased by 4.5 per cent. Total 
pension and social benefit payments rose to 62 billion 
crowns or by 4.4 per cent. In 1980 pensions alone 
amounted to 42 billion crowns (an increase of 6.8 per 
cent),154 


In the German Democratic Republic total social funds 
were stepped up by 7.0 per cent over 1979 and amounted 
to 52 billion marks; a further 10 per cent rise to 57.4 
billion marks is anticipated in 1981. The amount of 
pensions rose to a total of 16.7 billion marks in 1980. 


158 10 per cent per capita average increase. 
154 Rudé Pravo, 23 January 1980. 
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In Hungary nearly 150 billion forints were allocated 
for social benefits, an increase of more than 13 per cent 
over 1979. More than 86 billion forints were allocated 
to workers in the public sector, again a 13 per cent rise 
compared with 1979. Some 2 million pensioners will 
share a total payment of 555 billion forints—an increase 
of 14.2 per cent over 1979. Contributions from enterprises 
account for 10 per cent of the social benefit fund; the 
rest was provided by the state. From 1 July 1980, family 
allowances for families with three or more children, 
and for single parents with two children, were increased. 


In Poland the annual rates of growth of total social 
benefits and pension payments reached the high level of 
15.5-17.3 per cent and 16.6-22.8 per cent respectively 
during the 1976-1979 period. Pension payments increased 
by 13.1 per cent in 1980. The law on old age and disability 
pensions, as well as other benefits for farmers and their 
families, took effect on 1 July 1980. This means that 
the system of social insurance now includes all working 
people, including private farmers. All farmers—men 
over 65 and women over 60—are now entitled to apply 
for an old-age pension, the size of which will depend on 
their having sold a minimum value of produce to the 
state (15 thousand zlotys annually). Farmers are also 
now covered for family and child allowances, free medical 
care, and accident and sickness benefits. On 1 January 
1981, the minimum old-age pension was stepped up 
to 2,300 zlotys a month. Other old-age and disability 
pensions were also increased. 


In Romania state pensions rose by 26.1 per cent during 
1976-1980 and co-operative farm pensions rose by 20 per 
cent in the same five-year plan period; child allowances 
increased by 25 per cent, and the total social consumption 
fund rose by 39.3 per cent respectively. 


In the Soviet Union the social consumption funds 
amounted to an annual average of around 105 billion 
roubles over the five-year period 1976-1980. Per capita 
grants and benefits from these funds rose to 438 roubles 
in 1980 compared with 354 in 1975; they contribute over 
23 per cent to the total income of an industrial worker’s 
family and more than 19 per cent to a collective farmer’s 
family. In 1980 the social consumption fund increased 
by 5.7 per cent in comparison with the previous year, 
and will expand by a 3.7 per cent annual average in 
1981-1985. Total social benefits and pension payments 
increased by 6.2 and 7.5 per cent respectively in 1980.15 


The share of the social consumption funds channelled 
into pensions and social benefits in the countries of the 
region ranged between 36-57 per cent in 1979 (see 
table 3.5.8). Education and culture accounted for 21-28 
per cent, health services for 15-24 per cent, and expen- 
ditures for other social purposes to 8-21 per cent of total 
resources allocated for social consumption. 


Personal savings deposits continued to increase in 
most countries of the region usually at rates exceeding 
the growth of money incomes (see following text table). 
This reflected partly advance savings for consumer 
о and also unsatisfied demand for consumer 
goods. 


155 The state spends, on average, 180 roubles a year for each 
school child, 680 roubles a year per student in secondary education, 
and over 1,000 roubles for a student undergoing higher education. 
Annual state expenditure on créches amounts to 450 roubles per 
child and in kindergartens to 380 roubles. 


Personal savings deposits 
(Annual percentage change) 


—шиеищЩщЩПтщЩмееееееееее=—=—"—, —®—Б=ЯД=Я==ШШЩШШ SEEESEEEEERE 
1976 1977 1978 1979 1980 


Bulgaria в: 7.9 4.9 3:5 7.9 = 
Czechoslovakia . 8.9 8.6 3.8 8.2 7.0 
German Demo- 

cratic Republic. 6.5 7.3 6.9 5.4 ae 
Hungary .... 14.3 15:7 16.2 8.7 6.8 
Роза в 10.3 10.9 10.4 11.6 


Soviet Union 13.2 8.6 12.4 11.5 6.9 


Sources: As for table 3.5.1 and CMEA Yearbook, 1980. 


In Poland action taken to increase supplies of goods 
and services over 1981 is not expected to satisfy fully the 
rise in demand expected as a result of increases in 
money incomes. In order to stabilize the market, a 
decision has been taken to increase the interest rates paid 
on savings and to offer a greater range of services with 
emphasis on saving for specific ригрозез.158 


(ii) Consumer prices and price policies 


State subsidies continue to play an important role in 
most countries of the region in maintaining retail price 
stability or in limiting price rises in line with plans. In- 
creases in the price levels of 2-9 per cent took place in 
1979, and were accompanied by appropriate wage 
adjustments in most east European countries. Price in- 
creases in most countries were intended to reduce sub- 
sidies paid to compensate for differences between retail 
and producer prices. The exceptions were the German 
Democratic Republic and the Soviet Union, where con- 
sumer price indexes were practically unchanged during 
the whole 1976-1980 period (table 3.5.3). 


Food prices rose more steeply in 1980 than those for 
non-food goods in Bulgaria, Hungary and Poland; 
only Czechoslovakia and Romania recorded a higher 
price increase for the latter group of goods largely 
due to petrol and energy price movements. In Poland, 
Czechoslovakia and Hungary, prices for services for the 
year rose by 6.9, 5.3 and 3.4 per cent respectively; in 
Romania they rose more slowly—by 1.5 per cent. 


In Bulgaria the consumer price index rose by 4.6 per 
cent in 1979 compared with an aggregate rise of 6.8 per 
cent in the 1976-1979 period. In 1980, the rise in prices 
for several groups of consumer goods has probably 
brought about some acceleration in the movement of 
the index. This will accelerate compared with 1979, 
perhaps to between 5 and 10 per cent. From 21 April 
1980, the price of tobacco products was increased 
by 50-100 per cent, depending on quality. During 
May-September 1980, the retail prices of vegetables 
went up by about 50 per cent and of fruit by about 
20 per cent compared with the same period of 1979. 


_ Inthe German Democratic Republic there was no change 
in policies to maintain stable retail prices. The price of 


Bese For instance, starting from the first quarter of 1981, people 
will be able to make advance deposits amounting to half the value 
of a motor car, payments made in 1981 becoming available for a 
ah А and payments made in 1982 for a purchase 
in - : 
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TABLE 3.5.3 
Consumer price index 
(Preceding year = 100) 
a Nd 49. Им. 


Country and year Total Food Non-food Services 
Bulgaria % 
LO 7G eee eR: Pe 100.2 100.4 100.0 
S77: Sok ик 100.4 100.3 100.6 
Том: м: sae 101.5 101.3 101.7 
ОО К ПИ 104.6 106.2 103.4 
Czechoslovakia 
Geet. ел. 100.8 101.3 101.0 100.2 
LOTT ах лая Lek 101.3 101.4 101.8 100.6 
LORS) we, | A eee 101.6 101.9 101.6 100.4 
О dO" yeas 103.9 101.4 105.3 105.3 
Plan 19804 -tee eames . 102.9 ss 
German Democratic Republic 
TOTO see ИА 100.0 100.0 100.0 100.0 
LOT aire. SE Rte 99.8 100.0 99.7 100.0 
108 ыы Иа 100.0 100.0 99.9 100.0 
i ee СНВ 100.2 100.0 100.5 100.0 
Hungary b 
Тб: Gris. Ле 105.0 105.7 105.0 102.4 
Sd) OE О. к». 103.9 105.6 102.7 103.2 
ПО 7 er 104.6 105.9 104.1 103.9 
и: >. 108.9 111.6 108.2 103.4 
Plan 19805. ЗСУ. 103.7¢ 
и Ah, 4 109.0 
ет а 104.0-104.5 
Poland a 
бе 104.4 104.6 106.0 103.2 
NOT Mee еее с 104.9 107.4 104.7 104.8 
о 108.1 107.4 107.3 103.9 
О В ль 107.0 107.4 105.9 106.9 
ОО я 105.04 2% os AS 
р eet =) fom 110.0 114.0 106.0 106.0 
Romania c 7 
£97 Greens о. 100.7 100.6 109.0 102.6 
ЗОЛЯ м ве S.- 100.5 100.9 100.4 101.0 
19789. к. 101.6 100.9 100.6 102.4 
иске 102.0 100.8 113.0 101.5 
ТОО №. Е. 104.0* ре: 
Soviet Union 
Тб И. Ч. с 100.0 100.0 100.0 
THE ро НЫ 100.3 100.0 101.0 
OTS eer dee. ee 3 is 100.7 101.1 100.2 
FA ot a ee ea 101.3 100.0 101.8 


Sources: As for table 3.5.1. 

@ State retail price changes. 

> Excluding alcoholic beverages. 

¢ Effects of price increase of 1980. 

а Derived from index of nominal money income and real income. 


г Fuel. For Romania, an index for clothing is also available which shows 
index numbers of 100.0, 100.5, 100.4 and 99.9 for the years 1976, 1977, 1978 and 
1979 respectively (1975 = 100). 


1 Rent. 


basic necessities and of standard quality goods, which 
account for 80 per cent of retail trade, remained un- 
changed, as did rents,!°’ transport and service tariffs. 
State subsidies hence were therefore stepped up over the 
1976-1980 period (see text table below). 


In Hungary prices of certain foodstuffs, fuel, electric 
energy, building materials, shoes and furniture were raised 
in 1979, though others (tea and coffee) were reduced. The 
net result was an approximately 9 per cent rise in the 
over-all retail price index. Two-thirds of this was com- 
pensated by various wage and income adjustments from 
the State budget. Modification of producer prices in 
Hungary also affected 1980 retail prices, since nearly 
half of total commodity turnover is realized at more or 
less free prices. In 1980 new industrial producer prices 
and freight tariffs were introduced. The price system has 
also been changed in the construction industry. In agri- 
culture, new state procurement prices for livestock 
products were introduced in January 1980 and for arable 
products at the turn of the 1980/1981 financial year. The 
proportion of free-priced products outside state control 
has grown to 55 per cent from the previous 45 per cent. 
However, producer price changes are implemented by the 
State gradually, according to the individual product and 
there is, therefore, some lag between changes in producer 
and retail prices. State subsidies for consumer prices 
therefore rose to 44 billion forints in 1979, 3 billion more 
than in the preceding year, and were equivalent to 14 per 
cent of total annual retail trade turnover. 


In Poland the consumer price index went up by 10 per 
cent in 1980 compared with rates of 8.1 and 7.0 per cent 
in 1978 and 1979 respectively. Food prices increased 
faster than those of non-food products. Supply and 
income distribution problems continue to be directly 
linked with retail trade price subsidies. In 1980 over 
500 billion zlotys were earmarked to cover these subsidies 
and also the subsidization of the below cost provision of 
various utilities and services. These sums equalled some 
40 per cent of State budgetary expenditure. Food, rents, 
electricity, gas and fuel are the main items receiving a 
subsidy. In 1981, total food subsidies will amount to 
228 billion zlotys or nearly 40 per cent more than in 1980. 
Meat, dairy and cereal products, sugar and fish. are the 
most heavily subsidized items. 


In 1979 a price support of 37.40 zlotys was paid per 
kilogram of meat, to offset the gap between the price 
paid to the farmer and by consumers. In 1980 the sub- 
sidy was about 60 zlotys as compared with an average 
retail price of 53-55 zlotys per kilogram. One source 
reports that the price support for butter is around 


157 Rents paid now cover less than one-third of housing costs. 


State subsidies in the German Democratic Republic 
(Billion current marks) 


Plan 

1976 1977 1978 1979 1980 1981 

Consumer price and tariff subsidies 13.1 13:7 14.2 15:7 16.5 19.8 
Housing (including rent) subsidies . 4.6 5.4 6.0 6.7 7.0 ИЯ 


ee 
Sources: German Democratic Republic Statistical Yearbooks and Plan 1981. 
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100 zlotys per kilogram, for sugar 15 zlotys and for flour 
7.3 zlotys per kilogram.'*8 


In Romania during the period 1976-1979, the consumer 
price index went up by 4.9 per cent, but there was a 
4.0 per cent rise in 1980 alone. 


In the Soviet Union, the consumer price index increased 
by 1.3 per cent in 1979 with an aggregate rise during 
1976-1979 of 2.3 per cent. The retail prices of basic food- 
stuffs and the more important consumer goods have 
remained unchanged for the last 15 years. During this 
period there have been no changes at all in the retail 
prices of bread, meat (including poultry) and vegetable 
oil, while the prices of butter, sugar, certain kinds of 
cereal and potatoes have actually fallen somewhat. 
Prices of vegetables have risen a little, and there have 
been larger increases in the price of alcoholic drinks, 
coffee and items produced from cocoa beans. The prices 
of consumer durables have remained stable. On the 
whole, non-food consumer goods cost 5 per cent less in 
1980 than in 1965. Rents, payments for public utilities, 
services and public transport fares have remained un- 
changed. The stability of consumer prices has been 
supported by budgetary subsidies: about 25 billion 
roubles a year on purchasing, processing and selling of 
meat and dairy products; about 6 billion roubles on State 
housing maintenance and repair; and more than 2 billion 
roubles for the improvement of urban зег\1се.159 


(iii) Consumer supplies and housing 


(a) Retail trade and supplies of consumer goods 


In most countries of the region retail trade expanded 
faster than over-all economic growth in 1980 (table 3.5.4) 
but major problems remain in ensuring supplies of in- 
dustrial consumer goods and food products. In Czecho- 
slovakia and Hungary, increases in retail trade turnover 


158 Report by the Minister of Finance оп the 1981 Budget. 
Trybuna Ludu, 19 December 1980. 


159 Kommunist, No. 8, 1980, р. 58. 


TABLE 3.5.4 


Turnover of retail trade and services 
(Annual percentage change) 


ES 


Country and period Total Food Non-food Services 

Bulgaria ce 

О ska seth ok drone 7.3 UP The? 35 

OEE RSS eee ee Sal 122. 4.6 7.4 

AST Sire cepts, Bee. 3.6 ЗЕ 4.0 —4.5 

9/9 Sie are ae. apes 23 0.8 3: — 0.9 

Е нь 6 4.6 

ОЗ г а 6.0* si 

Ра. 4.8 13.2 
Czechoslovakia 

ПЗ ол, ее 2.0 2 1.8 

UHM Coes rg Pine oer eee 1.4 it i 

LOTS ete a ae ahi 27 4.9 

191 nes te tues ве 3.6 2.4 

Plan 980s ates 3.4 3.3 

ПО о вая 2.0 

21911981 arene ca: 23 


TABLE 3.5.4 (continued) 
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Country and period Total Food Non-food Services 
German Democratic Republic 
Ре ie acme tae 4.6 3,5 5.8 
О о в 4.4 4.0 4.0 
OTS. и fae tect sai 3.4 3.4 3.4 
119.79 pares tae aces 3 2.8 4.2 
ао о о 5 с 4.0 3.4 4.7 
О а 4.3 2.9 5.8 
Plan 198. СЕ. 4.0 39 4.6 
Hungary в 
Тоби а: = 1.4 574 01 6.9 
1977) ee MA Cee 6.2 32 8.8 13.9 
1978 Mea, Ak oe: 3.9 2:3 5:5 12.4 
1979 Sere ee hes 1.7 — 0.4 3.5 10.9 
1980. eke yccslo th eee 0.5-1.0 
Plans ес. сай 1.0-1.5 
Poland Е 
197.6. om tae hae es ee 8.8 5.9 237 
1997 о бе 6.0 1.1 9.3 14.7 
ао о Sul al ae) 10.6 
и ayes ee 2.7 4.7 3.0 10.3 
Plan 1980 cease. - 52 4.9 5.4 8.7 
1980. cattle 0.6 — 0.9 1.1 2.8 
Ра 198 и ше а 
Котата 
Оба В ых 9.0 11.0 9.0 6.1 
197 Jer tera areca 6.4 3.6 9.2 4.7 
LOTS т со 121 8.7 13:5 14.4 
ое eee 5.4 7.0 3:7 10.6 
Plansl980¥. ее 9.3 a 11.6 
оО ee a, poe 6.4 6.1 6.8 Sy 
Рано pees a ees 6.0 13.2 
Soviet Union а 
ORR сиси УС 4.6 3.9 5.6 8.0 
а. ООВ нае М 4.5 37 5.3 6.5 
1978.5 ее О 3.9 2.9 5.6 8.0 
а ca ai бам Е 4.1 305 4.1 т: 
Раптора Be | 7-3 
ТОО БУ by) 17. 
Е о ль 4.9 6.6 
Byelorussian SSR 
1976 ее екон 4.4 2.9 53 9.2 
19°77 eae ом 5.8 5.7 6.3 5.1 
978 tar mace, eee A tera На 4.0 4.8 9.3 
GEE ae ВИ seat Ses) ae eee) 58) 6.8 7.1 
Ра 545) = oF 6.8 
A Lo Oe = el SE a 5.3 8.1 
Planvl981 20s вам 3.7 6.8 
Ukrainian SSR 
1976 et TE и 4.2 3.9 4.2 7.9 
ТК НЕЕ ee ES SS 4.6 2.9 6.7 7.8 
1IS7Ss ae В 37 2.8 4.5 7.9 
1979 wart. ухе ЗВ Sol! 2.8 5.0 7.0 
Plane 980 о re ee 4.8 6.5 
ор aoe eae 4.4 4.5 
Ра cen. ene ee ee 5.5 


Sources: As for table 3.5.1. 

а Industrial services only. 

5 Value of services (excluding social services). 
< Excluding alcoholic beverages. 

4 At 1976 prices, 
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were below the rates of over-all expansion, and the in- 
crease in Poland was low since it was affected by a decline 
in food supplies. Much attention was paid to private 
auxiliary farming activity, especially in Bulgaria, Hungary, 
Romania and the Soviet Union, and also to the develop- 
ment of services, local industries and crafts. 


In Bulgaria the analysis of January-September volume 
indices of sales of basic products shows a deceleration 
for food and a considerable increase in sales of durable 
goods and other non-food items in 1980. Sales of meat 
and meat products fell by 6 per cent over the same period 
of 1979, butter by 2.8 per cent, vegetables by 10.2 per 
cent and fruit by 10.3 per cent, but the sales of milk and 
eggs increased by 1.0 and 6.7 per cent respectively. In 
contrast to most food items, sales of textiles and clothing 
increased at high rates, and there was some rise in sales 
of durables. Purchases of food were affected—especially 
in the last half of the year—by the decline recorded in 
agricultural ouptut in 1980. 


Private plots and auxiliary farming, which provide 
Bulgaria with 22-25 per cent of its meat production, 50 per 
cent of eggs and 12-15 per cent of vegetable production, 
were important contributors to food supplies. A decision 
in January 1981 by the Council of Ministers established 
the conditions under which agro-industrial complexes 
and other agricultural organizations will assume respon- 
sibility for encouraging the development of private 
auxiliary farming to improve food and other farm 
supplies. 


In Czechoslovakia the share of industrial consumer 
goods in total retail sales (52.9 per cent) was slightly 
below the target for 1980. The share of the consumer 
goods industry in total industrial production has declined 
in recent years, but the volume of production has none- 
theless increased considerably. In the past 2-3 years, 
special attention was given to the renovation and recons- 
truction of capital assets in the consumer goods industry 
—in particular the wood-working industry. 


Production of the various branches of the consumer goods industry 


(1970 = 100) 

1975 1979 
О ОА иь Зо © acy ol pest eh voces) Mae 138 168 
Textile пана Не we В бе о Eevee sire rem ее 133 152 
Leather, footwear and Ёг шаизиу ....... 135 153 
Glass, porcelain and ceramics. ......... 138 173 
Wood-working industry Yao: бы... 142 177 
Glothingundusiry ЗА О Be oo 127 147 


Source : Czechoslovak Economic Digest, No. 1, 1980, р. 43. 


In 1980, almost 85 kg of meat and meat products were 
consumed per capita. Over 90 per cent of the food con- 
sumed was home produced. 


In the German Democratic Republic retail turnover in 
industrial goods rose by 9.3 per cent and in foodstuffs 
and luxury articles by 2.4 per cent in the first half of 1980. 
For the year as a whole, retail trade turnover increased 
by 4.3 per cent, of which industrial consumer goods by 
5.8 per cent. 


A total of 5,900 permits have been issued since 1976 
to individuals to continue trading or to open new busi- 


nesses On a commission basis. About half the new 
permits were for restaurants, ice-cream parlours and 
coffee shops. There are about 26,000 such concessions, 
private retailer outlets and restaurants, in operation. In 
1979 commission business and private retailers had a 
turnover of 8 billion marks. 


In Hungary retail trade turnover lagged behind 1979 
performance in real terms. At the beginning of 1980 
purchases of building materials, durable consumer foods 
and some clothing items were higher than usual. As a 
result of the measures taken to increase stocks of goods, 
shortages eased and by late August commercial stocks 
were 10 per cent higher than at the same time a year 
earlier. Basic supplies, such as foodstuffs, have flowed 
steadily. Clothing stocks have augmented gradually, but 
the choice of good quality knitwear and stockings was 
unsatisfactory. Following the changes in relative con- 
sumer price relationships, the consumption of meat and 
meat products has slightly decreased, while that of 
poultry, dairy products and bacon has increased. Im- 
ported consumer goods account for 19 per cent of goods 
supplied to the population.1 At present 75-80 per cent 
of total agricultural production is consumed at home. 
During 1976-1980, improvements in quality and choice 
were accompanied by a per capita meat consumption 
increase from 68.5 to 78 kg and consumption of dairy 
produce, excluding butter, rose from 126 to 157 kg. 
Investment policy in future is intended inter alia to 
bridge the gap between agricultural production and the 
processing capacity of the food industry. 


New consumer credit regulations were introduced on 
1 February 1980. Credits will be made available only for 
goods priced at over 1,500 forints instead of 1,000 as 
before. The minimum monthly repayment is to be 
doubled to 300 forints. From 1 January 1981, new regu- 
lations for the management of some retail trade and 
catering establishments came into force. The smaller 
retail and catering outlets are to be granted managerial 
independence. After having paid the lump sum stipulated 
by the contract to the enterprise, the manager is com- 
mitted to pay a fixed amount to his employees. The 
residual is the manager’s gross income. The change is 
expected to reduce administration costs and improve 
standards of service. 


In Poland the gap between actual demand and supplies 
increased to 40-50 billion zlotys following wage and pen- 
sion increases in the second half of the year. In order to 
offset this the government has carried out a detailed 
examination of the production possibilities of individual 
economic ministries with a view to increasing production 
and reducing shortages. The maximum value of addi- 
tional supplies is estimated to be about 18 billion zlotys. 
In the short term, imports of consumer goods and food 
have been increased, in particular meat from eastern and 
western countries. Additional deliveries of consumer 
goods and some raw materials from the Soviet Union 
in the last months of 1980 included 500,000 tons of wheat. 
Extra goods were delivered by Czechoslovakia totalling 
more than 50 million foreign currency zlotys. The 
German Democratic Republic will increase consignments 
of food and other goods. Sizeable purchases of foodstuffs 
have also been made on western markets, where Poland 
bought 50,000 tons of meat, 50,000 tons of rice, as well 
as fats and butter, cheese, tomato paste, olive oil, tea, 


160 Népszabadsdg, 21 September 1980. 
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lemons and citrus fruit juices. Imports have recently 
accounted for 7.5 per cent of foodstuffs on sale in Poland. 


As a result of emergency measures, supplies of basic 
foodstuffs during December 1980 were maintained 
largely at 1979 levels. However, the introduction of a 
rationing system for some basic foodstuffs, especially 
meat, has been discussed in the country. Plans to develop 
services and small-scale industry during 1981-1985 are 
being prepared with a view to further improving the 
availability and distribution of supplies. 


In Romania per capita consumption of foodstuffs be- 
tween 1975 and 1980 grew as follows: meat from 45 to 
62 kg; milk from 132 to 180 litres; sugar from 20 to 
28 kg; vegetables from 112 to 140 kg; fruit from 42 to 
60 kg. Total per capita consumption of food was over 
3,000 calories daily in 1980. 


In the Soviet Union a long-term comprehensive food 
development programme is to be prepared. It will 
combine measures to develop agriculture and the branches 
of industry servicing it, as well as procurement operations, 
storage, transportation and the industries processing 
agricultural produce, the food industry and the trade 
network for food products. The agro-industrial food 
complex is to be planned, financed and managed as a 


single entity. Private auxiliary farming, which now pro- , 


duces about 60 per cent of the country’s potatoes, about 
40 per cent of fruit, berries and eggs, and about 30 per 
cent of its meat, milk and vegetables, is also to be en- 
couraged.1%1 


In March 1980, the Council of Ministers adopted a 
series of measures for increasing consumer goods pro- 
duction. Ministries and other organizations have been 
assigned additional tasks for producing goods in short 
supply. The heavy and defence industries will also be 
expected to expand the production of consumer goods. 


Much attention was paid to developing opportunities 
for industry to supply local needs. In 1979, local industry 
produced 10.4 billion roubles worth of various goods. 
The reconstruction of local factories and their re-equip- 
ment with modern machinery is to be undertaken. 


During the 1981-1985 plan period, the production of 
consumer goods will increase faster than that of goods 
for industrial use (by 27-29 per cent and 26-28 per cent 
respectively). Retail trade in the state and co-operative 
sectors will increase by 22-25 per cent. The output of light 
industry is to grow by 18-20 per cent. This will be con- 
centrated on increasing the production of high-quality 
goods for which demand is high—particularly such 
goods as textiles and clothing. The output of household 
goods will be raised by at least 40 per cent. A substantial, 
40-50 per cent enlargement of public service expenditure 
is also planned for 1981-1985. 


Co-operation within the CMEA framework has been 
extended to the production of consumer goods. The 
long-term co-operation programme of CMEA member 
countries for consumer goods production was adopted 
in 1979. Within this framework, participating CMEA 
member countries have signed a number of agreements 
on mutual deliveries of different types of industrial con- 
sumer goods. The programme pays particular attention 
to improving the supply of raw materials and semi-manu- 
factures, especially for the textile, footwear and furniture 


181 Voprosy ekonomiki, No. 6, 1980, р. 118. 
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industries.1® Agreements were also signed on scientific 
and technical co-operation to develop new colour tele- 
vision sets and household video recorders, modern types 
of refrigerators, freezers and automatic washing machines, 
and basic assemblies and components for these items. 


(b) Housing construction 


In 1980 more new dwellings were constructed in most 
countries of the region than in 1979, except in Hungary 
and Poland. In Hungary the annual state plan was over- 
filled by more than 4 per cent, but in Poland the plan was 
fulfilled by 68 per cent (table 3.5.5). 


During the period 1976-1980 the original five-year plan 
targets for the construction of new dwellings were largely 
fulfilled in the German Democratic Republic, Czecho- 
slovakia, Hungary and the Soviet Union (94-104 per cent). 
In relation to the high targets, results in Bulgaria and 
Poland indicate fulfilment to the extent of 84-86 per cent, 
and in Romania 65 per cent (see text table below). 


New dwellings constructed in 1976-1980 


(Thousand units) 
Percentage ratio 
Plan Actual actual: plan 

Bulgaria. sae fe 420.0 351.5 83.7 
Czechoslovakia ... . 661.02 647.1 97.9 
German Democratic Re- 

publics .w. Piva: sls 550.0 559.4 101.7 
Hungaty в ве 430.0-440.0 453.0 104.1 
Poland sso eae 1 575.0 1 358.2 86.2 
Коша 1 291.0 840.8 65.0 
Soviet Ошоп..... 11 000.0 10 336.0 94.0 


Sources: As for table 3.5.1. 
в The sum of the 1976-1980 annual plan targets. 


In Hungary the second 15-year housing programme, 
covering the period 1976-1990, calls for the construction 
of 1.2 million flats (of which 70-75 per cent will be financed 
from private sources—some 12-15 per cent more than in 
the previous 15-year period). The Hungarian government 
thus continues to attach considerable importance to pri- 
vately financed construction: financial assistance extended 
to private housing amounts to at least 20-22 billion forints 
annually. 


On 1 January 1981, new regulations to facilitate ex- 
changes of dwellings and to rationalize housing manage- 
ment finance were introduced, and a decision was adopted 
concerning the sale—on long-term lease only—of State 
land for house building. 


In the Soviet Union two million modern apartments 
and individual houses with a total floor space of 108 mil- 
lion m? were constructed in 1980; of this space, 30 mil- 
Поп т? are situated in rural areas. The living conditions 
of about 10 million people were improved. A total of 
530-540 million m? housing space is expected to be com- 


18? Co-operation in specific areas is illustrated by a general agree- 
ment on expanding capacities for the production of upholstery, 
The agreement will involve an expansion of production capacities 
by Bulgaria, Romania and Czechoslovakia, who are to increase 
exports to the Soviet Union, Poland and Mongolia. 
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TABLE 3.5.5 
New dwellings constructed 


ыББ у од 
New dwellings (thousands) 


Country and Co- x Units per Average size 

period Total State operative ae “ а ыы fake 

Bulgaria 
1976 5. 67.6 37.2 30.4 770 62.9 
Те. 75.9 40.5 35.4 860 61.9 
1978. 67.8 34.0 33.8 770 60.2 
1979 aw 66.2 822 33.0 750 59.2 
Plan 1980 79.5 i oe on - 
1980 .. 74.0 uy bi 838 
Plan 1981 80.0 

Czechoslovakia 
1976 = 132.5 59.8 Boel 39.6 888 47.5 
НА 134.8 55.4 39.3 40.1 888 47.5 
1978. 129.3 51.2 40.4 37.9 854 48.5 
1979 - 122.7 47.7 39.3 357 805 $ 
Plan 1980 141.0 т op aa is a 
1980 .. 127.8 49.5 46.0 32.3 825* 3 
Plan 1981 

German Democratic 

Republic © 

19962 _ 103.1 54.6 37.4 11.1 615 60.8 
и: 106.8 54.5 40.5 11.8 637 61.2 
1978... 111.9 56.9 34.1 11.9 668 61.7 
1979 .. 117.4 68.2 37.3 11.9 701 61.3* 
Plan 1980 116.1 we к 10.7 т то 
1980 .-. 120.2 a4 ae 13.0 718* 
Plan 1981 117.0 ae ae 12.7 

Hungary 
1976s Cee 93.9 32.4 61.5 888 64.6 
1957 Sem: 93.4 34.0 59.4 879 64.7 
1978 > 88.2 317 56.5 827 65.0 
1979 .. 88.2 34.1 54.1 827 65.0* 
Plan 1980 82.0 Pe a oe ae 
1980 .. 89.3 at a 835 
Plan 1981 76.0-78.0 23.0-24.0 53.0-54.0 

Poland 
То 273.2 54.1 155.6 63.5 795 58.2 
1977. 2 = 275.9 49.6 152.7 73.6 795 61.0 
1978 .. 292.0 48.8 168.9 74.3 835 62.2 
9. 284.2 58.3 153.8 72.1 806 63.7 
Plan 1980 340.0-346.0 7A Ne we го Ae 
1980 .. 232.9 39.0 123.9 70.0 652 
Plan 1981 a 

Romania ; о 
1976 .. 139.4 112.4 27.0 650 72.8 
ДА Ве 145.0 125.4 19.6 670 74.0 
1978. . 166.8 151.7 15.1 763 75.0 
1979-5 191.6 179.2 12.3 860 74.5 
Plan 1980 250.0 fe a es Aa 
1980 .. 198.0 186.0 12.0 888 
Plan 1981 185.0 ee ore Ph 

Soviet Union 
1976. ~ 2013 1720 393 816 50.3 
пог eo ВИ 1726 385 808 51.1 
1978... 2080 1703 377 796 51.3 
1979... . = 1932 1571 361 737 52.5 
Plan 1980 2120 к a oe 51.5 
1980 .. 2000 ae Ae 750 54.0 
Plan 1981 2115 ws of ms $1.5 


ne UE EEE 
Sources: As for table 3.5.1. 
4 Financed from state credit and from individual resources, 
> Excluding modernization of dwellings. 
с Private apartments with no state assistance. 
4 According to the 1981 plan 75,000 dwellings will be financed wholly or partially by the State. 
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pleted in 1981-1985. The present scale of housing cons- 
truction will be maintained in all subsequent years of the 
eleventh five-year plan (1981-1985). Housing construc- 
tion will moreover be closely co-ordinated with over-all 
output planning in order to facilitate manpower redeploy- 
ment; it was pointed out that the development of Siberia, 
the Far East and the Non-Black Earth Zone, as well as 
the manpower supply in existing enterprises, will be 
largely determined by the availability of good housing. 
A long-term (1980-1990) programme of wooden housing 
construction in the countryside has been launched re- 
cently; this programme provides for the development 
of industrial housing construction methods. 


(iv) Consumption 


The share of consumption in distributed NMP in- 
creased to a greater or lesser extent in every country 
during 1976-1979. In Czechoslovakia, the German 
Democratic Republic and the Soviet Union the rise in 
the share of consumption was relatively small compared 
with Bulgaria, Hungary and especially Poland (table 
3.5.6). Short-term departures from the trend—for 
example in Hungary in 1978—were associated with in- 
tensive investment activities. There is a fairly close rela- 
tionship between peaks in NMP growth rates and a 
relative drop in the share of consumption and vice versa. 


TABLE 3.5.6 


Allocations for domestic use 
(Percentage of distributed NMP) 


Consumption 


Net capital formation 


Net fixed Changes 
Country and capital in 
period Total Personal Social Total formation stocks 
Bulgaria 
1976 71.0 49.2 21.8 29.0 19.7 9.3 
1977 73.6 51:3 223 26.4 18.6 7.8 
1978 76.1 23.2 22.9 23.9 19.2 4.7 
О о 75.8 53.0 22.8 24.2 21.4 2.8 
Plan 1980 73.0-74.0 26.0-27.0 
19380 ts 9 
Plan 1981 74.5 25,5 
Czechoslovakia 
1976. 74.3 54.7 19.6 25 20.3 5.4 
1977 75.8 25.3 20.5 24.2 21.8 2.4 
1978 76.3 555/ 20.6 237 21.4 Dee, 
1979 76.4 54.8 21.6 23.6 19.4 4.2 
German Democratic 
Republic 
1976 Talent 66.2 10.9 22.9 19.5 3.4 
1977 77.0 65.9 ПИ 23.0 19.5 aS 
1978 78.6 67.3 11.3 21.4 19.6 1.8 
1979 80.0 68.8 eZ 20.0 19.4 0.6 
Hungary 
1976 74.2 64.4 9.8 25.8 20.0 5.8 
1977 73.0 63.4 9.6 27.0 18.2 8.8 
1978 69.7 59.8 9.9 30.3 18.9 11.4 
1979 eae: 76.0 65.0 11.0 24.0 20.8 Sez 
Plan 1980 77.6* ern pie ad gh 
HER) ос 78.0 66.7 11.3 22.0 
Plan 1981 81.6* 18.4* 
Poland 
WHE сс 65.9 25.2 10.7 34.1 26.8 7.3 
1977 68.8 SHS) 1? 81.5 Die 4.3 
1978 69.2 57.4 11.8 30.8 26.1 4.7 
ПР о о 73.8 61.4 12.4 26.2 23.2 3.0 
Plan 1980 76.5 re ae 285 17.0-18.0 5.5-6.5 
т ас ТИ 64.6 13.1 223 19.6 Я 
Plan 1981 82.9* 13% 14.0* Bae 
Soviet Union 
п ос 73.0 в ene 27.0 = 
1977 Wa? ae 5 26.8 Sei be 
97 Sie UEP ahs fas 26.8 Ke eS 
а © И! $3 sis 24.9 oe fa 
i980... 754 i р 24.9 43 ‘A 
— a нь 


Sources: As for table 3.5.1, 


167 


Consumers’ incomes and supplies 


“9L6I 5 


"Ао Ауйомзозрэ рие fanz д 
"попе[а9о4 [e103 sy} Jo sduraes eytdes Jog › 
‘uonejndod ay} Jo sZUIAeS [¥}0} JO YIMOID р 


SS —eewmn_—_——— 


“SoIWey SIOYIOM [eNUeUI-UON' :о 


"зэтитеу зиезеэа :Я 


*Атао Алэмзе[ рие |эп} 39э › 
*1243280} зэЦиие} ‚5лэзлом рив .5ээАо|аэ эршит зе а 

*Зитзпоч рие ^31э}23[2 PUB ]эпу JO }SOO “JUST SUIPNIOUT о 
“LSE 2148} 10} SW : 5224п05' 


(00Г = аапириааха jojo} ‘uoljngiajsip эдо1изочад) 
5элиутризёхэ Апигеу JO эл} 01$ 


Loe ЗУ 


“зэ|иитеу SIOYIOM :У 


a 68 9°9 OT 15 .. 59 9:9 Е 9 Ст Ст 2 1:66 gic. 2° 2? Вт 
cod 6L с кз ST Lig = 6S 99 ss 9ST Lst а. ТУЕ (Orgs ^^ 22: we ~ * 8161 
a 09 £9 Е. 29°1 LE 6S $9 ь Lst vst Е тие Cee "= >). a eee! 
= v9 ГУ oa 8T LE 3 6 85 | i oy st м v'0v 175 = ра eect 
г 3 ии] 12140$ 
©. р К СИ ГУТ 7 9`9 УТ : Lie LI a Г59 Liste =“ a ~ 616Т 
= р ‘ OTT Trl Е v9 OTT ; ГУ 681 as (Se) SS me > ‘Be = SLOD 
DIUDULOY 
Е ‹ А 6'ЕТ ЕТ : Гос 6ST ; ЕСТ vl ы ГА бор es ЗЕЕ 45626] 
р б'ЕТ SST х 9`ЕС cst TI УГ 0’У7 Tip i we a ~ 8[6Т 
} Vl SST . 8ST vor CCl vst , 9`67 | 4 ee tee SL6I 
a к 2 Syl a a Srl ь oor LSI ; 6'55 ра це > эт `` 0261 
Рио 
LY РОТ С8 Отт 63 89 сб гот 9S LT °С CIC [ЗС in ae ме ° 6[6Т 
GE И: SL (Gin! 06 [9 66 SOr 68 tal! 875 OLT ОЗС hy р у d ° 8L6l 
09 6 TT 78 OO! Leb OL $6 Vl vol 6cI Ove 697 hota se a oe et $161 
9°¢ 5°6 5'8 фот 6'8 ED) EL СУТ OTT 6 etl ELE 8 7E 83155 = on 06Т 
a dapsunyy 
ES (OG Or OMG Me? ЕСТ STI TIT ТАС Ba : ace 6L61 
69 ЕС 6€ LGC. 617 УСТ Si $97 VEC Г : 8161 
ед IEG (Sav? 5`05 707 VTL CL 697 9°87 the oo wo SLOL 
58 OE cv a cor Sor ИСТ а СС ОГИ a i р : 0/6Т 
р a aygqndey эпраооша{ uvutay 
ST ATA, 
901 OCR vor os £9 Vs Pane OOo! LG ФС 0°97 Е ИС es ° 6L6T 
Lol EL ОТ 67 ory) os L6 tee 9°6 |5 97 VLC ae Sie wie ° 8L6r 
Гот cst сот GS ES os Гб ЕТ Гб OG Tze 6c 1 0 RS 3721 
66 СЕТ сб 6E [75 ev Сб v6 L6 5`60 7 9С bas = : 0/6Т 
DIYDAOJSOYIIEZ) 
гот 69 9`6 9°¢ VL 8's СР С’ ov vor SL 56 8°67 PSE CE as 6L61 
£ Or 0'8 гот L's 89 19 Ov Se ГР 9`6 78 9°6 L°67 ГЕ SCE i ` 8167 
CCl ЕТ PET os 9'9 (GE) ev СУ СУ 9`6 VL сб 8°87 OSs 0`СЕ : ©16Т 
6CI GCL си 9) GL 18 Cv оф LY 9`6 06 96 T6¢ SPE 6 et ore OL6I 
р biapsing 
2 Я V D Я 7 oa Я V re) Я V ro) Я у 
5810$ 58и1]|[2ир fo азиризтат Sajqvanp sauinsuoy Avamjoos *8и110]2 ‘sajiixay, pooy 


In Bulgaria, for instance, in 1978 а deceleration in NMP 
growth was matched by a 2.5 percentage point increase 
in the share of consumption. 


Personal consumption in 1979 rose at a high rate in 
Hungary compared with total consumption. The same 
was true for Poland where its share rose from 57.4 per 
cent in 1978 to 61.4 per cent in 1979. In the German 
Democratic Republic, where personal consumption 
already accounts for a bigger share of total consumption 
than in any other country in the region, the proportion 
rose to a record 68.8 per cent in 1979. Of the five countries 
which publish data on the distribution of net material 
product, social consumption in Bulgaria and Czecho- 
slovakia accounts for some 20-30 per cent of total con- 
sumption. In the other three countries greater stress has 
been placed on personal consumption, leaving a share 
of 10-12 per cent for social purposes. 


Table 3.5.7 shows the structure of family expenditures. 
In the last edition of the Economic Survey of Europe 
inter-country comparability problems were reviewed and 
some necessary adjustments were made to the five main 
expenditure categories. The share of food in family 
expenditure decreased generally (except in Bulgaria, in 
the case of peasant and non-manual workers’ families). 
Countries where food expenditures are highest relative 
to total expenditure are Romania—which recorded 
45.7 per cent for workers’ families and 63.1 per cent for 
peasant families in 1979; and Poland—where 42.7 per 
cent in the case of peasant families, and 40.9 per cent in 
the case of workers’ families, of total income was spent 
on food in the same уеаг.183 The lowest share is found 
in Hungarian non-manual workers’ families (24.5 per 
cent in 1979). There are no marked differences throughout 
the region between patterns of spending on food by 
workers and peasant families. There is a difference, 
however, between workers’ and non-manual workers’ 
families, ranging from 2.4 percentage points in Bulgaria 
to 4.2 points in Hungary in 1979. A considerable number 
of workers and peasants, however, have dual incomes, 
i.e. they are employed both in a non-agricultural branch 
of agriculture, or in industry or other non-agricultural 
sectors, but also continue to cultivate private plots pro- 
ducing goods for their own consumption or for sale. 
Along with pensioners they display a distinctive con- 
sumption pattern, with similarly distinctive consumption 
and income elasticities.1°4 


Textiles, clothing and footwear are less important ele- 
ments in family budgets than food. Their share remained 
more or less unchanged in most countries and occupa- 
tional groups during the whole period, apart from small 
temporary fluctuations. In Poland, however, there was 
a 1.3 and a 3.7 percentage point drop in the relative share 
of spending on these items by workers’ and peasant 
families respectively. The shares of expenditure on con- 
sumer durables in the total show continuous growth 


165 Food consumption is estimated for peasant families by taking 
into account the consumption of own-produced goods at market 
prices. 


164 Tn the Hungarian household statistics, families with dual in- 
comes spent 27.2 per cent on food of which the share (in terms of 
total consumption) of own-produced goods was 10.8 percentage 
points. The latter share for peasant families was 11.5 per cent in 
1979, Pensioners’ spending on food was the highest of any group 
in Hungary in 1979 at 35.3 per cent; this was also higher in absolute 
terms than any other group, while other expenditures (with the 
exception of dwelling maintenance) were below those for other 
groups. 
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with the exception of Bulgaria: such variation reflects 
above all the difficulty to which differences in statistical 
coverage give rise. Discrepancies appear clearly when 
the 4-5 point share in Bulgaria is compared with the 
corresponding 6-7 points in the Soviet Union or the 
German Democratic Republic’s 20-22 points.1® 


Maintenance of dwellings accounts for a 2-7 per cent 
share of the total in Bulgaria, the German Democratic 
Republic and the Soviet Union, and a substantially 
higher 10-15 per cent share in Hungary, Poland and Ro- 
mania in 1979. There were no major changes in 1979 
over 1978. Differences between the three groups were 
maintained in 1979, but in every country agricultural 
employees spent less in relative terms on the maintenance 
of dwellings than other groups. This can be explained 
by different housing patterns, the relative availability of 
other facilities, heating and also differences in the pattern 


165 The explanation may vary from different prices to the ex- 
clusion or inclusion of motor cars and agricultural machinery and 
equipment used for private purposes. 


TABLE 3.5.8 


The structure of the social consumption fund 
(Percentages) 


Pensions Education 
and social and 


Country and period benefits culture Health Other® 
Bulgaria 
(LU eee eS Coe ВЕ ANG 3 32.3 25.0 15:2 9:5 
По of a 49.1 26.0 16.0 8.9 
NODS. be SUE ie. Fa ey Ом = 44.4 23.1 14.9 17.6 
а са 44.2 22.6 153 17.9 
Czechoslovakia 
И ae Py 57.6 18.7 16.4 9.3 
И 54.3 20.2 7.2. 8.3 
о с 1 48.4 21.0 15.6 15.0 
Пет 5 - | id 48.6 PAI 15.5 14.8 
German Democratic Republic 
о ae 44.2 26.8 12.9 16.1 
и 43.4 25.0 13.2 18.4 
1978. па. мои. 36.9 РТ 17.1 23.3 
1979 и о Не 36.1 22.5 17.8 23.6 
Hungary 
Е Seay eee 44.9 23.0 27 10.4 
И о eee 52.0 21.0 19.0 8.0 
О о Е 55.9 22.0 14.2 7.9 
аи аа 57.0 21.0 14.0 8.0 
Poland 
TOTO п ee ag. Bee 39.2 27.4 24.7 8.7 
LOTS ayer’ chee ia ae ay OR 41.3 25.9 25.9 6.9 
об, оао 42.9 2305 24.3 9.3 
1979. мб, - as oe 44.1 
Soviet Union 
197 Oe co oe eet 34.9 29.3 15.6 20.2 
С ee 36.1 28.7 14.1 21.1 
А Ga ee Meena. Go 37 27.6 14.7 20.5 
1979 Bae Pt kh rae eee 37.2 27.5 14.7 20.6 


Source : CMEA Yearbooks, 1976, р. 45 and 1980, р. 47. 
а Including student grants. 
> Including housing maintenance expenditures. 
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of private house ownership compared with non-agricul- 
tural employees. 

Savings are not included in family budgets in Hungary 
or Poland. During recent years, rates (and in some cases 
shares) of savings decreased, but the annual changes are 
not large. Rates of savings in total expenditures in the 
German Democratic Republic dropped by 1.6 percentage 
points in 1979 over 1978, while the corresponding figure 
for Hungary was 2.5 percentage points (7.2 per cent 
versus 4.7 per cent in 1979), 

Social consumption (table 3.5.8) increased along with 
total consumption but its share remained largely un- 
changed during the whole period. There are minor 
upward movements in Poland, and some decreases in the 
German Democratic Republic and Hungary in individual 
_ years. Pensions and social benefits are the biggest com- 
ponent of the social consumption fund, shares ranging 
between 37-57 per cent in different countries. In Bulgaria 
~ and the German Democratic Republic, the share of pen- 
sions and social benefits is bigger in terms of distributed 
NMP (not shown in this table) in comparison with other 
countries. Rates of growth of social consumption in- 
creased by 4-6 per cent in Bulgaria with some slowdown 
in 1977 and 1978. In Czechoslovakia after a 3 point fall 
in the rate of increase in 1978, the rate of growth of 
social consumption increased by 6.1 per cent in 1979. 
This is particularly high given the modest 1.1 per cent 
rate of growth of total consumption. From 1976 there 
has been a continuous slowdown in the increase of social 
funds in the German Democratic Republic. In Hungary, 
following a 13.3 per cent rate in 1978 and a markedly 
lower 5.5 per cent in 1979, preliminary information 
suggests a rather modest increase for this item in 1980; a 
similar movement is expected for 1981. Trends were 
similar in Poland until 1979. 


The sources of supply of commodities for consumption 
are domestic production and imports of foodstuffs and 
consumer goods. Production of agricultural goods is 
shown in table 3.2.1, and output of industrial consumer 
goods is represented by textiles, clothing and food pro- 
cessing (table 3.3.3). According to the CMEA classifica- 
tion, the growth of production of industrial consumer 
goods during 1976-1979 was higher than that of personal 
consumption—a phenomenon caused by the allocation 
of a proportion of such goods to both social consumption 
and exports. Romania increased the production of food 
and consumer goods by 11.1 per cent annually over the 
same period, while Hungary did so by only 4.8 per cent; 
nevertheless, both figures regularly exceeded growth in 
consumption and in retail trade. The share of imported 
foodstuffs and consumer goods in total imports was 
around 9 per cent on average in Bulgaria between 1976- 
1979. But Bulgaria’s exports were some 3.4 times higher 
than its imports in the same commodity groups. The 
situation of Czechoslovakia is different since it is a net 
importer of goods in these groups; it also recorded a 
considerably higher share of foodstuffs and consumer 
goods in total imports than the above two countries—on 
average, almost 16 per cent. The German Democratic 
Republic and the Soviet Union are also net importers of 
these commodities. Despite their high 33-35 per cent 
share of the Soviet Union’s total import bill (which 
however is small relative to total consumption) the 
German Democratic Republic imported the most food- 
stuffs and consumer goods in relative terms—a 20.3 per 
cent share of its total imports in 1976 and 17.4 per cent 
in 1979. The position of the German Democratic Re- 
public is rather close to that of Czechoslovakia, namely 
a considerable import surplus of foodstuffs matched by 
a surplus in exports of non-food consumer goods. 


6. FOREIGN TRADE 


(i) General trends 


Measured in value terms, the trade of east European 
countries and the Soviet Union continued to progress in 
1980 though export and import trends diverged some- 
what (table 3.6.1). The export growth rate doubled 
between 1978 and 1979 (to 16 per cent) but declined 


slightly during January-September 1980. In contrast, 
import growth accelerated in January-September 1980 
compared with the previous two-year period (from some 
11 to nearly 15 per cent). Trade turnover for 1980 as a 
whole increased by some 12 per cent (table 3.6.3). Thus, 
exports grew more slowly than imports in 1978 but faster 
in 1979, and at almost equal rates in January-June 1980. 


TABLE 3.6.1 


Growth in trade of the east European countries and the Soviet Union 


(Percentage change over the same period of the previous year 
and surpluses in billion US dollars) 


Exports Imports 


1980 1980 
1977 1978 1979 (9 months) 1977 1978 1979 (9 months) 


Total trade 


Valea eu. cect oe aie 1 7.9 N64 14.9 У Оо 14.6 
Pricest* sete insect ee ee eo 25 1110 127 4.6 1.6 6.0 12.6 
Volume Ara ие eee Oe 53 4.6 2.0 Эд 9074.8 1.8 
ЗЕ ооо о ee OLD 0.9 4.7 0.0 te +e Aa 
Trade elasticity coefficient. . . 1.90 1.15 1.92 0.0 OD 1969 2:00 
В ie Seems sla a 53 в 1:9 HOS 2.0 5.0 
of which: 
Intra-eastern area trade 

Valueds см Perici cote, 9149.7 8.0 8.3 

Prices. sca Renta ey 5. 3.0 2:2. 8.2 

WOT 5 5 6 < 9.0 8.5 Sul 0.0 


Trade elasticity coefficient . Пу 5 eo, 0.0 


Trade with industrial market economies 


Value (eastern sources) . . 10.0 3. ЗИ 29.0 1.3 85 140 15.0 
Value (western sources). . 10.7 14.0 35.0 29.0 0.7 18.0 18.0 15.0 
Prices (western sources). . 7.2 91581379 27.0 8.1 Wipe 1 15.0 
о eee о с о 5 52 №5 —6.8 10.0 6.1 0.0 
и о лооб = 0 2.4 24.0 10.4 


Trade elasticity coefficient. 0.67 0.83 <1 ae Ра И 5 0.0 
Surplus (eastern sources) с = xe 6.7 8.8 4.9 


Trade with developing countries 


Value) ey ened 805 6.5 7 §lp2y. 14.7 20.2 2.6 24.1 47.3 
PriCeS te Ay cae coe о, On | St 7.0 5 11.6 0.6 28.0 29.7 
К 5 Gao оба И = SN) 5.0 8.5 let Я 58 13.6 
О рр оо 05 Ыб —=185 ae are 

Trade elasticity coefficient . 3.48 <1 2.08 ae 160 043 <1 
Nie о bi ae cee oe 9 wd chy 


Source ; National statistics. (For western sources see table 3.6.5.) 


Note: Calculations are made in the following way: (а) total trade: value and volume indexes are taken from nationa 
Statistics of east European countries and the Soviet Union and they have been weighted on the basis of individual countries’ 
shares in the total trade of the region expressed in roubles; prices have been derived from the above value and volume 
indexes; (5) intra~CMEA trade: value indexes are taken from national statistics; prices are calculated on the basis of Soviet 
and Hungarian data which for certain years were slightly adjusted to eliminate discrepancies; volume indexes are derived 
from the above value and price indexes; total intra~CMEA exports and imports are not always identical because of 
accounting discrepancies, imports tending to be higher than indicated here; (c) trade with industrial market economies: 
value and price indexes are calculated on the basis of UN data and volumes are derived as described in Part B of the 
Economic Bulletin for Europe, vol. 31, no. 1; (d) trade with developing countries; value indexes are taken from national 
Statistics, volume and price indexes are calculated as residuals; (e) regional balances do not always add up to the total 
because of discrepancies in intra~-CMEA trade; balances in the trade among eastern countries and Asian Socialist countries 
are not shown above. 


< Nine months at annual rates. 
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The trade balance of the east European countries 
and the Soviet Union changed from a deficit of $5 billion 
(current dollars) in 1978 to a surplus of nearly $2 billion 
in 1979, and probably remained at about the same 
level in 1980. 


The bulk of trade growth in 1979 and 1980 was due to 
prices, which seem to have risen at accelerated rates. 
Export and import prices increased in 1979 by approxi- 
mately 11 and 6 per cent respectively (compared with 
nearly 2 and 3 per cent respectively in the preceding year). 
This implies volume growth rates for 1979 of nearly 5 per 
cent for both exports and imports. In both cases this was 
less than in 1978—especially for imports for which 
growth fell by one half. 


Price data covering January-September 1980 are still 
scarce and estimates of volume growth rates of trade in 
_the region are therefore approximate. In fact, only Hun- 
gary provides regular information on foreign trade 
prices; these are expressed in Hungarian foreign ex- 
change accounting units for the country’s trade with the 
rouble and non-rouble areas. To derive values in roubles 
and dollars, these prices were first adjusted upwards to 
take account of revaluations of Hungarian foreign 
exchange accounting units—by 14.3 per cent against the 
rouble and nearly 12 per cent against the dollar. The 
resulting price indices—which show a rise of nearly 13 per 
cent for both exports and imports in January-September 
1980—were then applied to changes in the value of for- 
eign trade for all other countries in the eastern area. 
This procedure indicates a deceleration in the volume 
growth rates of both exports and imports to roughly 
2 per cent during January-September 1980—or less than 
half the rates reported in 1979. Though the estimate may 
include some downward bias, it seems clear that growth 
rates of both exports and imports were a great deal 
smaller in 1980 than in 1979. 


Thus the volumes of exports and imports appear to 
have grown at decelerating rates in January-September 
1980, as well as in 1979, the growth rates of both flows 
having been rather similar. 


The switch in the aggregate trade balance of the 
eastern countries from a deficit position in 1978—as well 
as in some earlier years—to a surplus thereafter was 
greatly assisted by changes in their terms of trade. The 
indicator improved by nearly 1 per cent in 1978 and by 
a further 5 per cent in 1979, a total of some 6 per cent 
over the two years. There was probably little change 
during January-September 1980. Past improvements took 
place primarily in eastern trade with the western indus- 
trialized countries—for which the eastern terms of trade 
may have improved by 24 per cent in 1979 and by perhaps 
another 10 per cent in January-September 1980. In con- 
trast, the index vis-a-vis developing countries may have 
deteriorated by roughly 15 per cent in both 1979 and 
January-September 1980. The positive over-all terms of 
trade effect arose from a rapid rise in the price of Soviet 
oil exported to western industrialized countries. 


Slower growth rates in the volume of eastern countries’ 
trade over the last two years primarily reflected the decel- 
eration of their intra-area trade from nearly 9 per cent 
in 1978 to 6 per cent in 1979; these flows grew slowly, if 
at all, during January-September 1980. A similar trend 
was registered in the volume of eastern imports from 
western industrialized countries. The nearly 4 per cent 
growth of eastern export volumes to this area in 1978 


was reversed in 1979, when a fall of 2 per cent took place, 
but this was approximately made good in January- 
September 1980. With regard to eastern trade with the 
developing countries (including overseas socialist coun- 
tries), it appears that the volume of eastern trade rose 
very fast and at an accelerated rate over January-Sep- 
tember 1980, hence becoming the eastern countries’ most 
dynamic volume trade flow. 


Information on trade by commodities in 1980 is still 
scarce. Data are available only for four countries (Bul- 
garia, Czechoslovakia, Hungary and Poland) and in 
current prices (table 3.6.2). The slowdowns in eastern 
countries’ export and import growth appear to have 
fallen mainly on trade in machinery. In all four countries 
the import values of machinery either grew much more 
slowly than total imports, or—as in Hungary—they de- 
clined sharply in absolute terms. With the possible excep- 
tion of Czechoslovakia, these imports declined moreover 
in volume terms. Similar trends were apparent in the case 
of imports of foodstuffs—except in Poland, where they 
rose rapidly in value and in volume. The growth of in- 
dustrial materials imports was the most dynamic eastern 
import commodity flow in value terms and there may 
have been some growth in volume except in Hungary. 
Again with the exception of Hungary, import values of 
manufactured consumer goods rose fast. 


The above commodity pattern of eastern import growth 
was strongly affected by eastern countries’ policy objec- 
tives to redress foreign trade deficits. The impact of 
these policy objectives fell primarily on capital formation, 
which is both import intensive and import elastic. In 
contrast, industrial materials imports enjoyed priority 
everywhere, reflecting the attention paid to the mainte- 
nance of certain minimal growth rates of industrial 
output which also is import intensive. 


Machinery was also the least dynamic item in the 
growth of eastern export values; indeed there was a sub- 
stantial fall in Hungarian and Polish volumes. Exports 
of industrial materials were the most dynamic eastern 
export flow. Certain other exports declined (Hungarian 
consumer goods and Polish foodstuffs)—which reflected 
slack foreign demand for capital goods and also the 
pressing need for eastern countries to increase exports 
of as broad a range of other export items as possible. 


There were also large variations in the growth rates of 
total exports and imports by individual countries in the 
eastern trading area (table 3.6.3). Performance in all 
countries was, however, strongly affected by policies to 
redress trade balances. There was a noticeable tendency 
for individual countries to redistribute their trade 
imbalances to other areas—in particular deficits on 
east-west flows were re-allocated towards eastern intra- 
regional trade. 


In the Soviet Union exports in 1979 rose by nearly 
19 per cent and imports by roughly half that; the trade 
surplus rose sharply to nearly $7 billion (from $1.6 billion 
in 1978). In January-September 1980 imports increased 
at a faster pace than exports but both rose at record rates 
(18-19 per cent); the trade surplus was reduced to some 
$5 billion (9 months figures at an annual rate). Prices in 
Soviet trade increased rapidly and the Soviet terms of 
trade improved. Similar developments although at lower 
growth rates, were reported for Poland. The Polish 
deficit was reduced substantially in 1979 (to $1.3 billion) 
but increased to over $1.8 billion in 1980. Soviet trade 
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TABLE 3.6.2 


Trade of selected east European countries and the Soviet Union 
by major regions and commodity groups (January-September 1980) 


(Percentage change over the same period of 1979) 


er СЗ’ Э«’ЗЗЗЗЗЭЕ— "«„ Э—А——/Э/—/—С—С—„”„”—„—„—„—„”’„—”—„— 
Сегтап 
Democratic 
Czecho- Poland Soviet Republic 
Bulgaria slovakia Hungary (10 months) Union (12 months) 


Exports to: 


CMEA countries. ...... 12.8 11.5 Si ley/ = 10.9 — 
Developed countries. .... . 20.0 28.5 14.4 18.7 34.0 27.0 
Developing countries .... . 35.0 21.4 9.0 21.8 11.6 _ 36.0 
Total oi а о 16.9 16.0 4.9 7.6 17.4 
Machinery and equipment... 15.7 10.6 — 2.7 2.2 
Raw materials and semi-finished 
products1..028 2°07 22% 27.7 26.7 17.5 20.1 
РОО eit. 6. 285% 9.5 18.2 5.8 —4.7 
Consumer 8004....... 16.9 16.5 —2.6 6.2 
Imports from: 
CMEA countries. ...... 5.6 12 —8.2 13.0 10.3 ae 
Developed countries. ..... 31.0 16.3 4.2 1.7 19.2 90.0* 
Developing countries ..... 31.0 19.0 14.5 35.0 56.8 
Total fit. shone ме ва 10.2 10.7 —1.1 10.9 18.9 
Machinery and equipment. . . 3.2 8.6 — 15.1 6.4 
Raw-materials and semi-finished 
products 555.0... 0. A 16.4 13.5 4.0 16.0 
Foodstuffsi<: coche 0%, —9.0 71 — 6.3 16.2 
Consumer goods ....... 14.7 9.7 0.2 15:3 


Source: Аз for table 3.6.1. 


TABLE 3.6.3 
Trade of individual east-European countries and the Soviet Union 


—————ы—ыда—Ч——А—э—э’„’З——а—э——д—’Э'ААЗА АЗ’ ААА —— 
Annual percentage change 


Trade balance in 
Exports Imports million US dollars 
Plan Plan Turnover 
1978 1979 1980 1981 1978 1979 1980 1981 1980 1978 1979 1980 < 
(9 months) (9 months) 
a ee a ee eee eee eee 
Bulgaria ..... 10.4 15.3 16.5 8.3% 12.2 8.3 11.2 aS 14.1 — 172 353 690 
Czechoslovakia .. 9.4 10.3 16.0 5% thy 11.3 10.7 sid 11.0 —748 -1023 —200 
German Democratic 
Republic .... 10.5 13.5 ne 16.05 0.8 11.3 ae nf 10.0 —1305 ~—1151 5% 
Hungary ..... 0.9 17.2 49 7.5-8.0 12.6 2.6 ahi 2% ae — 1 693 —953 — 610 
Poland. = 5... 9.7 12.2 3.4¢ ae 4.9 6.6 6.1 с a 4.8 —1883 —1335 -—1850 
Коташа..... 5.6 18.1 24.6 с 21.0 16.5 20.1 21.1¢ 0.0 23.2" —756 —1191 -—1100 
Soviet Union ... 7.3 18.9 17.4 10.0% 148 9.6 18.9 és 14.0 1 576 6 926 5 000 
Total. S:sadta: 7.9 16.1 14.9 ad 10.8 10.8 14.6 bir 12.4 —4981 1902 2000 
eC ree rr 
Source: As for table 3.6.1 ° @ 12 months. 
Note: The absolute figures in dollars were obtained by applying the official ь Turnover, 


exchange rate used for statistical Purposes as quoted in the UN Monthly Bulletin 
of Statistics and the national sources. Percentage changes are derived from national 
sources and are based on data in national foreign trade accounting units. 
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growth in 1980 was motivated by the need to reduce the 
trade surplus, but in Poland developments reflected the 
need to alleviate supply difficulties. Thus, large Polish 
repayments of credit were achieved by new borrowing. 


Among other CMEA countries for which information 
is available, the rise of export values in 1980 (January- 
September) accelerated somewhat in Bulgaria and Czech- 
oslovakia (to some 16 per cent), but slowed down 
sharply in Hungary (to 5 per cent). In the latter country, 
exports may have even declined in volume terms. An 
acceleration was reported in the growth of Romanian 
exports (to 25 per cent) for 1980 as a whole. 


The growth rate of import values in 1980 (January- 
September) accelerated in Bulgaria (to more than 11 per 
cent), and remained almost the same in Czechoslovakia 
(also 11 per cent). It declined in absolute terms in Hun- 
gary. For the whole of 1980, import growth accelerated 
aiso in Romania (to 21 per cent). However, a common 
feature of trade growth in all these countries in 1980 was 
a faster growth in their exports than for imports. This 
was probably also true for the German Democratic Re- 
public. 


With regard to trade balances, Bulgaria managed to 
transform a slight deficit in 1978 into a considerable 
surplus in 1979 (exceeding $400) and may have raised it 
slightly again in 1980. Hungary reduced its deficit during 
this period (to an annual rate of $600 in 1980, based on 
January-September 1980 figures). A similar movement 
took place in 1980 with regard to the deficits of the 
German Democratic Republic. The Romanian deficit 
increased considerably in 1979 and remained at roughly 
the same level in 1980. All four of these countries were 
under the necessity of checking the rise in their indebted- 
ness with a view to repaying credits falling due on an 
increasing scale. Czechoslovakia slashed its deficit in 
1980 to some $200 million from the relatively high level 
of $1 billion reported in 1979. 


Although there was a deceleration in the rate of growth 
of eastern countries’ trade in 1980 in comparison with 
1979, the basic elements affecting these flows indicate 
some acceleration in 1981. In the first instance, the volume 
growth of the eastern countries’ total trade declined to 
a very low rate in 1980. Moreover, this rate was by far 
below its long term growth trend. This was the case of 
intra-eastern area trade in particular. Thus, some return 
to past rates of expansion is not out of the question. A 
large part of the import economies in 1980 were managed 
on the basis of domestic stock drawdowns. These stocks 
will have to be replenished in line with the upturn in 
domestic economic activity expected in 1981, and this 
should stimulate import growth. There is more room to 
expand imports in 1981 than in the preceding year because 
eastern countries’ east-west trade balances improved by 
over $2.5 billion in 1980. The Soviet Union now has a 
considerable surplus on this trade, and this creates fav- 
ourable conditions for import expansion. 


(ii) Intra-eastern area trade 


A characteristic feature of the development of trade 
among eastern countries over the last two years was the 
relatively moderate expansion in value terms and decele- 
rating growth rates in volume. As noted earlier, the 
volume of intra-area trade may even have stagnated during 
January-June 1980 (table 3.6.1). These phenomena can 


be explained in terms of the slowdown in over-all econ- 
omic activity which took place in the region, and which 
may have had both a lagged as well as an immediate im- 
pact on mutual trade. The need for individual countries to 
redress balances in their mutual trade often called for 
slower rates of growth. Fluctuations also occurred in the 
growth rates of trade among individual countries—espec- 
ially between the Soviet Union and its partners. Many 
of these fluctuations were linked to uneven accelerations 
in price rises, and to shifts in the terms of trade which 
tended to disturb mutual trade balances—usually in 
favour of the Soviet Union. The effects of large shifts in 
favour of the Soviet Union were mitigated by their trans- 
formation into credits, to be repaid by partner countries 
over several years. Growth rates of bilateral trade were 
thus often linked to the availability of these credits and 
to the corresponding repayment schedule. Developments 
in intra-CMEA trade are therefore determined in the 
first instance by shifts in the trade balances of individual 
countries, and then by trends in export and import growth 
rates as determined by prior mutual agreement on the 
management of trade balances. 


The Soviet export surplus declined from $1.9 billion 
in 1977 to $0.24 billion in 1978, but rose to over $1.6 bil- 
lion in 1979. The German Democratic Republic regis- 
tered a large deficit in 1977 (some $850 million) but it 
was more than halved in 1978 and turned into a surlpus 
in 1979 ($650 million). Poland had small deficits in 
earlier years but recorded a small surplus in 1979. In all 
other countries persistent deficits were reported: on a 
rising scale for Czechoslovakia (reaching nearly $700 mil- 
lion in 1979) and for Romania ($200 million in 1979); 
and at decreasing levels up to 1979 in Bulgaria (where 
the deficit fell to nearly $400 million) and in Hungary 
(where the deficit fell to $200: million). 


During January-September 1980, fluctuations in these 
balances continued. The Soviet export surplus rose to 
an annual rate of $2.7 billion in the first nine months. 
The Bulgarian and Hungarian deficit almost disappeared, 
while the Czechoslovak deficit was roughly halved. 
On the other hand, the Polish and probably the German 
Democratic Republic’s surpluses reverted to deficits 
(the Polish deficit amounting to roughly $900 million), 
while the deficit of Romania increased considerably, 


These developments imply that during January-Sep- 
tember 1980 growth rates of imports in value terms from 
eastern partners exceeded the corresponding export 
growth in Poland (where imports rose by 13 per cent and 
exports declined) and most likely in the German Demo- 
cratic Republic and Romania. In Hungary, flows in both 
directions declined—especially Hungarian imports. In 
contrast, Bulgarian and Czechoslovak exports to eastern 
partners grew much faster than imports, and in the Soviet 
Union the two flows expanded at almost equal rates 
(10-11 per cent). In volume terms, imports by Bulgaria, 
Czechoslovakia and Hungary, and the exports of Hungary 
and Poland, certainly declined, while volumes of other 
countries’ export and import flows should show slight to 
moderate increases. The growth rate of export values 
in 1980 speeded up in Bulgaria, Czechoslovakia and the 
Soviet Union compared with 1979, but decelerated 
sharply in other countries. Imports speeded up in the 
Soviet Union, Poland and most likely the German 
Democratic Republic, decelerated in Hungary but chan- 
ged little in other countries, 
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Another factor which tended to affect trade within the 
eastern area is the growth of mutual economic co-opera- 
tion. It also imposed some fluctuations on growth rates 
of trade, principally for two reasons. First, fluctuation 
in trade growth rates may arise from uneven expansion 
of output and demand in the region, since a considerable 
proportion of national output is mutually traded: the 
proportion in the case of machinery produced in the 
region, for example, is currently as high as 33 per cent. 
Second, the timing of trade flows is linked to the execution 
of joint projects. During the construction phase deliveries 
of machinery and equipment flow in one direction and 
are subsequently followed by shipments of resultant pro- 
ducts in the opposite direction. In successive periods 
these two flows tend to offset each other, and this has in 
fact happened on a considerable scale. 


New impetus to intra-CMEA co-operation is expected 
from the new five-year plans (1981-1985) which are now 
being finalized. They will provide for the implementation 
of decisions recently taken within the frame of the long- 
term target-oriented co-operation programmes. These 
programmes involve the development of energy (especially 
atomic energy), fuels, some raw materials, agriculture, 
the food industry, engineering, industrial consumer- 
goods production, transport and communications. Their 
aim is to organize production on a co-ordinated basis 
and hence to improve the region’s supplies of the corres- 
ponding goods and services. This should facilitate the 
substitution of imports currently purchased outside the 
eastern area, which is considered desirable for balance 
of payments reasons. It is hoped that the programmes 
will moderate the stop-go effects on the growth of mutual 
trade arising from joint projects, as explained above, by 
providing a framework for a continuous and rising trend 
of mutual trade. 


With this in mind, the new Soviet five-year plan fore- 
sees an increase in Soviet trade with its eastern partner 
countries of 40 per cent over the 1981-1985 period—some 
7 per cent per year. However, the plan envisages scarcely 
any growth of Soviet oil exports (which are expected to 
amount to 400 million tons over the five years or an aver- 
age of 80 million tons annually). Exports of machinery 
are expected to progress at rates similar to over-all 
exports. 


(iii) Trade with developing countries 


The growth of trade volume of the east European 
countries and the Soviet Union with developing regions 
picked up in 1980 (January-September) after having stag- 
nated in 1978 and 1979 taken together. However, it is 
not possible to provide more precise information, since 
the data shown in table 3.6.1 are calculated as residuals. 
Price information is uncertain because it is derived from 
the volumes and corresponding values given in current 
statistics. Thus, both volumes and prices contain an 
undetermined margin of error. However, they are accu- 
rate enough to indicate the direction of change. 


It appears that, in 1978 and 1979, the relatively mod- 
erate falls and rises in volumes of export and import 
flows with the developing countries roughly cancelled out 
and that there was hence no growth in the two years 
combined. In contrast, in 1980 (January-September) the 
tendency towards a relatively fast expansion of this trade 
strengthened—especially with regard to eastern imports 
from developing countries, 


This buoyancy in 1980 was due, inter alia, to increasing 
supply and demand capacities affecting this trade; these 
expanded in both eastern and developing countries. On 
one hand, the volume of intra-eastern area trade stag- 
nated and the trade with industrial market economies 
increased only moderately. On the other hand, the 
decline in developing countries’ exports to industrial 
market economies left a surplus for shipment to eastern 
countries. Additionally, eastern countries had to turn 
increasingly to developing countries for supplies of oil, 
cereals and certain industrial materials to compensate 
for lack of supplies from within the eastern area and also 
from the United States. The flow of credits and credit 
repayments as well as the timing of co-operative projects 
also played some role. 


Growth trends for this trade differed in value and vol- 
ume terms: import and export expansion both accel- 
erated in 1979 and in January-June 1980. However, 
growth rates of eastern exports to developing countries 
remained relatively modest (some 15 per cent in January- 
September 1980) while the reverse flow increased at ex- 
tremely rapid rates (some 24 and 47 per cent in 1979 and 
in January-September 1980 respectively). Most of this 
discrepancy was due to prices, implying considerable 
deterioration in the eastern countries terms of trade. Asa 
result, the surplus of the eastern countries in their trade 
with the developing countries in 1980 declined below the 
levels of $4.6 and $4.4 billion reported for 1978 and 1979 
respectively. 


The major flows in this trade are Soviet exports to and 
imports from developing countries: in 1979 they accoun- 
ted for 63 per cent on the export side and for 52 per cent 
on the import side. These flows are therefore the major 
determinants of this trade. Exports of the Soviet Union 
to these countries increased by nearly 12 per cent over 
January-September 1980—a rather moderate rate which 
probably implies a stagnation in volume but is still a great 
deal faster than reported for 1978 and 1979. On the other 
hand, Soviet imports from the developing countries rose 
by 57 per cent compared with January-September 1980. 
This very fast rate implies a rapid increase in volume 
terms also and follows a slow expansion of some 5 per 
cent in both 1978 and 1979. The Soviet surplus in this 
trade declined to an annual rate of some $2.5 billion in 
January-September 1980, compared with $4.4 billion 
in 1979. This unprecedented rise in Soviet imports from 
developing countries was due in a large measure to price 
rises and to the switching of certain Soviet food pur- 
chases away from the United States and Canadian markets 
to developing countries. 


The experience of the other eastern countries was 
mixed. During January-September 1980, rapid growth 
rates were reported in this trade by ail other countries 
except Hungary (where it may have declined in volume 
terms); except for Bulgaria and Czechoslovakia eastern 
countries’ imports increased at a faster rate than exports. 


As already stated, co-operation between eastern and 
developing countries and the timing of credit flows 
affected the growth of this trade. The major element of 
co-operation was the individual projects built in develop- 
ing countries with the assistance of eastern countries. 
The number completed has been high in recent years, 
and this enhanced flows of resultant products from devel- 
oping to eastern countries. Eastern long-term credits 
were closely related to these projects. Measured оп a net 
basis, their annual disbursement reached the record level 
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of nearly $1.4 billion in 1973 but has declined gradually 
to some $900 million in recent years. Clearly the real 
value of these credits declined even more sharply. 


_ New efforts are now underway to stimulate co-opera- 
tion. The emphasis is оп raising the capacity of develop- 
ing countries to export manufactured goods. 


(iv) East-west trade 


Since information on east-west trade is more abundant 
in western than in eastern statistics, the following analysis 
will be based on western statistics. However, some major 
discrepancies between the two sources will be pointed 
out in the text. 


In value terms east-west trade maintained its dynamism 
over the last three years though a slightly less buoyant 
tendency was noticeable in 1980 (table 3.6.1). Eastern 
exports to western countries rose by 14 per cent in 1978, 
by as much as 35 per cent in 1979 and again by 29 per 
cent in 1980 (January-September). Eastern imports from 
western countries grew by 18 per cent in both 1978 and 
1979 and by 15 per cent in 1980 (January-September). 
Thus the expansion of eastern exports to western coun- 
tries in 1979 and 1980 was much more dynamic than the 
expansion of the reverse flow, which had strong equili- 
brating effects with regard to east-west balances on mer- 
chandise trade. 


The bulk of the above growth was due to prices—which 
rose fast, especially prices of eastern exports to western 
countries. The prices of the latter flow expanded by a 
moderate rate of some 10 per cent in 1978 but by an 
extremely rapid rate of some 38 per cent in 1979; esti- 
mates for export prices in 1980 (January-September) 
are only approximate, but it seems that they continued 
to increase rapidly although perhaps at a somewhat 
reduced rate. Prices of eastern imports from western 
countries, although accelerating gradually, expanded 
relatively moderately (from 7 per cent in 1978 to perhaps 
15 per cent in 1980). This indicates that the terms of 
eastern countries’ trade with western countries improved 
slightly in 1978 but sharply in 1979 and in 1980 (by 24 and 
perhaps 10 per cent respectively). This was due mainly 
to the rise in prices of Soviet oil; this had strong impact 
on average prices because oil accounted for nearly 30 per 
cent of total western imports from eastern countries in 
1978. As already mentioned, this was the major factor 
in balancing east-west merchandise trade. 


The expansion of east-west trade in volume terms has 
probably stagnated recently. Eastern imports grew by a 
rapid rate of 10 per cent in 1978. Growth slackened to a 
more moderate but still fast rate of 6 per cent in 1979, 
and may have increased little if at all during January- 
September 1980. The growth of eastern exports was slack 
throughout: a moderate expansion of nearly 4 per cent 
in 1978 was followed by a decline of more than 2 per cent 
in 1979—though this loss may been recovered in 1980 
(January-September). Measured in terms of average 
rates over the last three years, the volume of eastern im- 
ports was much more dynamic than the volume of eastern 
exports. 


Growth rates by individual eastern countries continued 
to vary (tables 3.6.4 and 3.6.5) most probably because of 
the effect of uneven price rises on the different commodity 
composition of bilateral east-west flows. 


In 1979 western imports from all eastern countries but 
Poland increased strongly, especially imports from the 
Soviet Union and Bulgaria. Rapid rates of western import 
growth from the Soviet Union, the German Democratic 
Republic and to a certain extent from Poland and Cze- 
choslovakia were also reported in 1980 (January-Sep- 
tember). In 1979, western exports grew rapidly to the 
German Democratic Republic and Romania,expanded 
rather fast to the Soviet Union and Czechoslovakia but 
grew moderately to the other countries. In 1980, the 
only very rapid rate reported in western exports to the 
east was for Bulgaria, but rates were still moderately fast 
for exports to the German Democratic Republic and 
Czechoslovakia. 


Thus, with the exception of the German Democratic 
Republic in 1979, the eastern countries with the largest 
deficits (Poland, the German Democratic Republic, Hun- 
gary and Romania) all managed to achieve faster growth 
of export relative to import values in east-west trade in 
both 1979 and 1980. This helped to bring about either 
declines in their trade deficits or to keep any increase 
within modest limits. The same relationship between 
export and import growth was reported for the Soviet 
Union and Czechoslovakia, whose existing deficits were 
turned into surpluses. As already noted, the Soviet Union 
benefited a great deal from rising oil prices although its 
export volume to western countries also recovered in 1980. 


The situation with regard to trade volumes was some- 
what different. The volume of western exports to the 
Soviet Union practically stagnated in both 1979 and 1980. 
The figures in table 3.6.1 therefore imply that the volume 
of western exports to other eastern countries rose fast in 
1979 but stagnated in 1980. The volume of western 
imports from the Soviet Union declined in 1979 but 
ground lost may have been roughly recovered in 1980. 
Western import volumes from other eastern countries 
stagnated in both years. 


The value of imports from eastern countries increased 
at high rates in 1979 in all major western countries. For 
1980, the same was true for all of them except the United 
States and Japan, which registered declines or stagnation. 
At the same time, the value of exports from some of these 
countries to eastern countries progressed only modestly 
—as in the case of the Federal Republic of Germany, 
Austria and Italy; stagnated—as in the case of Japan; or 
declined sharply—namely flows from the United States 
in 1980. From other countries, such as the United King- 
dom, Yugoslavia, France and Finland, exports continued 
to rise fast. Indeed, it was due mostly to the above coun- 
tries that the over-all western surpluses declined recently. 


With regard to the eastern countries’ trade with other 
western countries, the value of imports from the east rose 
very rapidly in both 1979 and-1980 in Denmark, Belgium, 
Switzerland and Spain, and by very little in Sweden (in 
1980 only) and in Greece. Imports of eastern goods by 
Canada declined in 1980. At the same time, the value of 
western exports grew at slow rates in the case of Sweden 
(1980 only), Denmark, Switzerland and Spain (1980 only), 
but rose fast in the case of Belgium and Canada. Most 
of these countries continued to run a deficit on their east- 
west trade. 


In volume terms, declines were reported for 1980 in 
imports of eastern goods by the Federal Republic of 
Germany, the United Kingdom, Japan and by a number 
of other countries. The same was true for Yugoslavia, 
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Austria and France in 1979 and the United States in both 
1979 and 1980. The volume of exports to the east by the 
Federal Republic of Germany, Italy, Austria, the United 
States and a number of other countries may have declined 
in 1980; in the case of Japan, there were declines in both 
1979 and 1980. 


(v) Factors affecting the growth of east-west trade 


East-west trade is affected by numerous factors. The 
most obvious determinant of its growth is the level of 
demand in each of the two regions, which can be approxi- 
mated by growth rates of their output respective to their 
total trade. Among other factors the most important are 
likely to be commercial policies, progress in achieving 
economies in inputs, changes in trade practices, supply 
capacity, competitiveness and the development of econ- 
omic co-operation. 

The major characteristic of economic activity in the 
eastern countries in recent years has been either the 
slowdown in growth rates of output and demand, or 
slight increases where growth rates were already low; 
growth rates in most of these countries were hence mod- 
erate in both 1979 and 1980. Economic activity in western 
countries has tended to slacken recently. The GNP 
growth rate of the OECD countries taken together re- 
covered to 3.3 per cent in 1979 but slackened to 1 per cent 
in 1980 and may remain at about that level in 1981. 
Domestic demand was the leading element in the slow- 
down. It increased by 3.8 per cent in 1979 but stagnated 
in 1980, and current expectations are for only slow 
growth of around 0.5 per cent in 1981. The major expan- 
sionary factor was exports, the volume of which increased 
by 6.3 per cent in 1979 and by another 5 per cent in 1980; 
a rise of about 2.5 per cent appears likely in 1981. On 
balance, the above patterns of demand growth accentu- 
ated fluctuations in imports; their volume rose at the fast 
rate of 8.3 per cent in 1979 but declined by nearly 1 per 
cent in 1980, and may decline further in 1981. In the case 
of imports from non-OECD countries, the variation was 
even more marked; a volume increase of 5 per cent in 1979 
was followed by a decline of 5.5 per cent in 1980, and no 
growth is expected for 1981. Thus, the general climate 
of world trade and in particular the conditions affecting 
the growth of east-west trade worsened in 1980 and may 
remain precarious in 1981. 


Changes in commercial policies were a continuous 
process and were often of a contradictory nature. On the 
one hand, they improved the conditions for international 
trade, including east-west trade and were thus expansion- 
ary. On the other hand, they had a tendency to accen- 
tuate domestic priorities. In western countries measures 
were invoked to safeguard employment and certain 
recession-sensitive sectors of the economy, and in eastern 
countries their main purpose was to help reduce deficits 
in current balances. 


The measures taken by western countries late in 1979 
and during 1980 to promote and also to restrict trade 
were both of a general nature and specific to east-west 
flows. Among western trade promoting measures of a 
general nature mention should be made of new Interna- 
tional Customs Valuation Code (valuation practices were 
simplified and streamlined); a number of more liberal 
rules concerning dumped and subsidized imports; the 
Agreement on Technical Barriers to Trade (which pro- 
vides that national standards and technical regulations 


should be based on international standards which dimin- 
ish unnecessary obstacles to trade); and the easing of 
some restrictions in the “anti-crisis measures” concerning 
trade in iron and steel products. Among general measures 
of a restrictive nature, mention should be made of the 
EEC commission regulations for surveillance of imports 
of a number of textile products originating in certain non- 
member countries, and the special temporary measures 
to limit imports introduced by the Greek government. 


Among western trade-promoting measures undertaken 
late in 1979 and in the course of 1980 specifically in rela- 
tion to trade with eastern countries, the principal ones 
were: EEC’s revised quota lists and its grant of excep- 
tional openings of quotas or the opening of additional 
quotas; and the EEC-Romanian agreement on trade in 
industrial products (which followed an earlier agreement 
on iron, steel and textiles). Among neutral measures 
mention should be made of new invocations of anti- 
dumping procedures and the granting of some appeals 
against dumping—which were, however offset by the 
termination of other anti-dumping or anti-subsidy pro- 
cedures. East-west trade was, however, adversely affected 
by US restrictions on exports of grains and high techno- 
logy goods to the Soviet Union. This was the principal 
cause of a 29 per cent decline in US exports to the eastern 
countries recorded during January-September 1980. 
Canada joined this embargo but terminated it 10 months 
later. 

Policies in most eastern countries in 1979 and 1980, 
though not in the Soviet Union, were intended to assist 
in the reduction of deficits on east-west trade. The meas- 
ures adopted stressed the mobilization of domestic re- 
sources, the achievement of economies in consumption 
of industrial inputs, promotion of exports and the use of 
domestic stocks. In some cases they entailed cuts in the 
level of certain imports, which lead to supply shortages 
for domestic users. Some changes made in planning and 
management systems enhanced the ability of the foreign 
trade system to respond to world market conditions. 
Particular attention was paid to prices. 


At. present, east-west industrial co-operation is esti- 
mated to contribute some 20 per cent annually to east- 
west trade but this share may have fallen lately. More- 
over, the direction of flows arising from co-operation has 
altered. In earlier years, co-operation contributed sub- 
stantially to western exports to eastern countries, but 
recently flows in the opposite direction have been gaining 
momentum. This reflected both the changing climate 
for co-operation and the nature of the co-operation pro- 
jects involved. 


On the western side, the climate for co-operation was 
very propitious in earlier years when the buoyant domestic 
economic activity of the mid-1970s was accompanied by 
shortages of energy and raw-materials. A number of 
important projects to be implemented within the frame- 
work of east-west co-operation were negotiated during 
that period. Later in the 1970s, the climate grew worse 
as economic activitiy slackened in western countries. As 
a result, only a few smaller scale projects were agreed 
upon in 1978 and 1979. On the eastern side, the pressure 
for co-operation has always been strong given its role in 
boosting future export potential and domestic develop- 
ment. 


Among the projects undertaken through co-operation 
schemes, the most important were investment projects. 
They are often termed compensation agreements, and 
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provide for the supply of capital goods by western part- 
ners on credit in return for a share of resultant products in 
payment. The contribution of these projects to east-west 
trade flows has varied over time. In earlier years they 
contributed considerably to the rise in western exports of 
machinery and equipment to eastern countries and, more 
recently, to eastern exports of resultant products to 
western countries. It is estimated that Soviet earnings 
on this account amounted to $2 billion in 1980, which 
was more than twice as much as three years before. It is 
expected that these earnings may rise to $4 billion by 1985. 


The expansion of other types of east-west co-operation 
has also tended to level off recently. Specialization be- 
tween eastern and western firms, in terms of sub-contract- 
ing, made little direct contribution to east-west trade. 
However, it stimulated the export of licences and the 
corresponding machinery and equipment. Progress in 
the field of joint ventures continues to be very slow. 


There are increasing indications that the climate for 
east-west co-operation has improved recently. Although 
economic activity in the west is slack at present, it has 
become evident that any future revival in that activity will 
be constrained by inadequate supplies of energy and indus- 
trial materials. In this context, east-west co-operation 
could again increase in importance since the eastern and 
western economies are in many respects complementary. 
National legislative provisions and inter-governmental 
and inter-firm agreements to improve the framework for 
economic co-operation have been put in hand in recent 
months. Negotiations are under way or in preparation 
concerning a number of substantive projects and a 
number of agreements on specific projects have moreover 
been signed recently. 


Legislative measures have been especially numerous. 
In 1980, Hungary and Poland finalized the arrangements 
outlined in earlier years for improving conditions for co- 
operation. Bulgaria introduced a comprehensive legal 
framework in 1980 to encourage economic co-operation 
with western companies, which included provisions for 
setting up joint ventures. Between October 1979 and 
April 1980, 14 new long-term, east-west agreements on 
trade, industrial and technological co-operation were 
signed, raising the number of such agreements to 284. 
A specific agreement for the promotion and mutual pro- 
tection of capital investments was signed recently between 
the Federal Republic of Germany and Romania, which 
guarantees the capital and profit transfer rights of the 
western partner. 

Among long-term projects recently agreed, mention 
should be made of the $6.5 billion, 10-year agreement 
between the Soviet Union and the French company 
Rhone-Poulenc for the exchange of chemical plant and 
specific chemical products for oil and certain other che- 
micals; the 20-year agreement between Austria and Poland 
for coal supplies; five-year agreements between Monte- 
dison-Italy and Hungary, Poland and Czechoslovakia for 
exchanges of chemicals worth $520 million; an agreement 
between France and the Soviet Union for co-operation 
in the field of technology and electronics. Mention should 
also be made of the planned sale by the European Eco- 
nomic Community of food to Poland at concessionary 
prices to a value of up to $350 million. 

Some long-term projects are still being negotiated: the 
natural gas project worth some $11.5 billion (involving 
a $5 billion credit from the Federal Republic of Germany 
alone) under which the Soviet Union will eventually 


deliver up to 40 billion cu. m. of natural gas annually to 
the Federal Republic of Germany, Italy, Austria, France, 
Belgium and the Netherlands; the decision by the Soviet 
Union and Japan to resume negotiations concerning 
joint development of projects in Siberia; and the approval 
by the US administration of a possible $1 billion sale of 
equipment to the Soviet Union to lay a natural gas pipe- 
line from Siberia to western Europe. 


The so-called tri-partite co-operation which started to 
expand in the late 1970s was reported as gaining momen- 
tum recently. It is in fact a new phenomenon in interna- 
tional economic relations which emerged together with 
the increasing role of eastern countries in the world 
market, involving enterprises, other economic organiza- 
tions and governments in the industrial market economies, 
eastern countries and developing regions. It is a mixture 
of administrative, production, trade, technology, research, 
prospecting and credit measures and practices, and 
reflects technological, production and service comple- 
mentarity between eastern and western countries while 
extending services to developing countries. To this extent 
it helps economic co-operation between both eastern and 
western countries and between these and developing 
regions. This co-operation may become an important 
source of convertible currency for eastern countries. 
Between 1965 and 1979, 130 tripartite co-operation 
schemes were realized, of which 50 between 1976 and 
1978. Moreover, 86 agreements calling for tripartite co- 
operation in general terms were signed between 1965 and 
1979 of which 40 between 1976 and 1978. 


Further progress was reported in counter-purchase 
deals which emerged as a more frequent feature of 
east-west trade from the mid-1970s. They involve an 
element of payment in kind by the eastern countries for 
western products. Their rise was linked to the less favour- 
able prospects and conditions for eastern countries to 
sell in western markets, and the need to reduce their 
deficits in trade with western countries. Counter-purchase 
deals have contributed a rising share of east-west trade, 
especially of trade in machinery, vehicles, some chemicals, 
electronics and consumer goods. 


The discussion of factors affecting the growth of east- 
west trade can be wound up by a rough estimate of their 
relative importance. One can start with the proposition 
that if commercial policies, competitiveness, capacities 
and intensity of co-operation are neutral, demand levels 
in the respective countries would dominate the growth 
of their mutual trade. There would hence be no change 
in their respective market shares. However, changes did 
occur in the past years. Shares of eastern countries in west- 
ern markets declined slightly in 1978 and a great deal in 
1979, but recovered somewhat in January-September 1980. 
Western countries increased their market shares in 
eastern countries in 1978 and 1979 but saw them diminish 
in January-September 1980. Thus factors other than 
demand have affected the preformance of east-west trade 
in recent years. 


The situation in western markets can be analysed more 
precisely by separating out from total western imports 
purchases from within and from outside the area. It can 
be presumed that intra-area trade will be the most dyna- 
mic because of its well established and appropriate struc- 
ture and strong internal integration tendencies. Thus, 
outside countries may be expected to lose some market 
shares as a matter of course, individual losses depending 
on competitiveness and supply capacities. Indeed, 
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OECD’s intra-area trade increased faster or declined 
slower than trade with non-OECD countries in all the 
years under review. However, eastern countries did 
better with their exports to western markets than other 
non-OECD countries in 1978 and in January-September 
1980 but performed relatively worse in 1979. 


(vi) The balance of payments 


Western statistical sources (table 3.6.6) indicate that 
the surplus on current account of western countries in 
their trade with eastern countries, which had declined 
sharply from $8.2 billion in 1978 to $5.7 billion in 1979, 
continued falling in 1980, although at a considerably 
reduced rate (to perhaps $4.2 billion). This development 
should be viewed against the large western surplus on 
trade and payments balances with eastern countries which 
had been a constant feature of previous years. These 
figures are a great deal larger if the trade balances shown 
in eastern statistics are used. The western surplus on 
current account then amounts to some $10.5 billion in 
1978, $7.5 billion in 1979 and $6 billion in 1980. Thus, 
both sets of statistics indicate a decline in the surplus in 
recent years, resulting from two divergent trends: on the 
one hand, the western surplus in merchandise trade de- 
clined considerably, while on the other hand, the western 
surplus on trade in services rose rather fast. Within the 
over-all current account, the influence of the first of the 
two elements remained strongest. 


Western statistical sources show that the western 
surplus in merchandise trade declined sharply over the 


last two years—from $6.6 billion in 1978 to $3.1 billion 
in 1979 and perhaps to an annual rate of less than $1 bil- 
lion in January-September 1980. The western surplus 
in 1980 was thus by far the smallest reported during the 
last 6 years, probably amounting to less than 10 per cent 
of the record surplus registered in 1975. However, since 
the eastern statistical data quoted above show that this 
surplus was larger than the figures quoted above by 
$2.2 billion in 1978 and by $1.8 billion in 1979, the western 
surplus in 1980 would, if adjusted in this way, amount to 
some $2.5 billion. 


These discrepancies are, in fact, due to the so-called 
“mirror statistics puzzle” which arises when the trade 
flows of a country as shown in its official statistics differ 
from data on the same flow as mirrored in the official 
statistics of the partner country. The mirror discrepancy 
seems to be particularly large in east-west trade. It is due 
to differences in valuation procedures (notably the 
inclusion or exclusion of transport and related costs), 
differences in customs valuations and in exchange rate 
coefficients, variations in the coverage of merchandise 
trade (definitions, reporting systems, leads and lags) and 
the identification of partner countries (countries of con- 
signment, production, purchase, provenance, consump- 
tion, sale, destination—which mainly affect the treatment 
of re-exports). 


' The contribution of individual countries to changes in 
east-west trade balances varied a great deal but were 
roughly in line with the level of their individual balances. 
In the last few years, the largest contributions to declining 
western surpluses came from the Federal Republic of 


TABLE 3.6.6 


Estimated balance of payments and loans of the industrial market 
economies with eastern Europe and the Soviet Union 


(Million US dollars) 


Current account 


Net services 


Trade Transport 
Total ff. eee: Total Bae Travel ii 
.0.0.-J.0.0. a In. 
О GRE Bay “GN. Oe Gleam bole nee 
A. Total eastern countries 

1975-1980 

OTS ect имея. 9 943 9 286 975 25 — 450 1 400 —318 28000 
бо 8 017 7 417 1 300 —50 —450 1 800 —700 37000 
Пако She ee ee 5 932 4 877 1860 —70 —470 2400 —805 43000 
ра oe 8 243 6 628 2 637 —48 = 555) 3240 —1022 53000 
1979 ams Water ее 5 680 3 140 3 740 — — 560 4300 —1200 60000 
ее о пе 4210 800 4 860 —70 — 670 5600 —1450 67000 

1979 
В. By eastern country ae 

Bulgarian о 379 329 50 on Be 230 — 3 800 
Czechoslovakia... .... 387 37 350 о ae 210 — 3 100 
German Democratic Republic . 1 257 1017 650 6 5 560 —410 9500 
Hungary зы кл пе 1077 502, 615 220 —40 450 —40 7800 
Poland 4 oad Bore ne 1 840 1120 1 470 1 420 —750 21100 
Romaniatey eters eee 1 033 613 420 400 — 7 700 
SOVictiU nion ew wel eee — 423 — 478 55 900 — 14 000 


м——— и 


Sources: Estimates are based on IMF, Baiance-of-Payments Yearbooks, 
Balance of Payments, and on direct communications and press reports. 


Statistical Office of the European Community—Eurostat 


Note : Numbers in parenthesis under column headings are the IMF item numbers, 
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Germany, France, Italy, the United States and Japan; 
and to declining deficits from Poland, the Soviet Union 
and the German Demoeratic Republic. The change in 
the position of the Soviet Union was particularly note- 
worthy. According to western statistics, it succeeded in 
transforming the deficits it registered on east-west trade 
in earlier years ($2.3 billion in 1978) into a surplus as 
early as 1979 ($0.5 billion) and again in the first nine 
months of 1980 ($2.4 billion at an annual rate). Soviet 
statistics showed this deficit to be $3.1 billion in 1978, 
falling to $0.2 billion in both 1979 and 1980. These shifts 
were most strongly affected by the rising prices of Soviet 
oil. The Polish deficit fell progressively to well below 
$1 billion in 1980. The Hungarian, Bulgarian and Roma- 
nian deficits rose in 1980 (to levels of $600-$800 million). 


The rise in the western surplus on services may have 
reached $5 billion in 1980. Moreover, annual increments 
in this surplus moved gradually from some $600 million 
in 1977 to perhaps $1.1 billion in 1980. Within these 
totals, the major growth item was income payments to 
western countries derived from the interest on credits 
extended to the eastern area—which themselves continued 
to increase. On the balance, these income payments may 
have reached $5.6 billion in 1980. 


Under existing circumstances, the western surplus in 
services may soon become the major element of im- 
balance in east-west current account positions. As it rises, 
it tends to offset attempts to curtail the growth of western 
surpluses on merchandise trade. In fact, the western 
surplus on services came to exceed its surplus on merchan- 
dise trade with the eastern countries for the first time in 
1979 (by some $600 million) and this margin was con- 
siderably enlarged in 1980 (to perhaps $4 billion). This 
difference was only partly offset by western deficits on 
transfers, which rose only slowly (perhaps to about 
$1.5 billion in 1980). The gap between the two accounts 
is likely to increase in the years to come. To maintain 
over-all equilibrium, this would require a shift to long- 
term eastern surpluses on merchandise transactions if 
problems of financing east-west trade are to be avoided. 
This task may be very difficult to achieve. 


The deficits of most eastern countries have increased 
recently but the position of individual countries in relation 
to the size of their east-west service balances varied 
widely. On the basis of figures estimated for 1979, the 
Polish deficit amounted to roughly $1.5 billion—or 
nearly 40 per cent of the total deficit on services reported 
for ail eastern countries. Again this was mostly accounted 
for by interest payments ($1.4 billion). However, Poland 
derived nearly $800 million from western transfers, which 
offset to a large extent the above net inflow of services. 
In the same year, the deficit on services of both Hungary 
and the German Democratic Republic exceeded $600 mil- 
lion, and ip each case accounted for some 17 per cent of 
the total eastern deficit on services. The German Demo- 
cratic Republic earned some income from transfers from 
the west, but Hungary was rather short on this score.’* 
The services deficit of other eastern countries was rela- 


166 Recently the Hungarian National Bank published the follow- 
ing current account balances in all convertible currencies, which 
covers a wider range of partner countries than those included in 
assessments of east-west transactions (in millions of US dollars). 


1976 1977 1978 1979 1980 
= 279 
Trade balance... . . 517 = 362 — 833 167 2: 
‘Transfers нь Иоо чи 20 22 27 40 = 
Current account... . 239) — 564 —1186 = 55) 


Source : The National Bank of Hungary. 


tively modest in absolute terms. Moreover, the services 
item of the Soviet Union almost balanced. Interest pay- 
ments, which exceeded $900 million in 1979, were roughly 
offset by receipts from transport services. The Soviet 
services balance moves in individual years between small 
surpluses and small deficits, which reflect mainly move- 
ments in Soviet grain imports of which part is transported 
by ships of the country of origin. 


Bank credits continued to be the most important con- 
tributor to the financing of the current account balances, 
and its share may have risen lately in relation to total 
flows of credit from western to eastern countries (table 
3.6.7). This was especially true in 1980: the net lending 
of western banks to eastern countries amounted to 
$4.6 billion during January-June—equivalent to an annual 
rate of $9 billion as compared with credits of $11.° and 
$3.6 billion extended in 1978 and 1979 respectively. This 
exceeded the western current account surplus with eastern 
countries in 1980, though it was smaller than that in 1979. 
A part of the difference can be explained by offsetting 
movements in the foreign currency reserves of the eastern 
countries. The final outcome is that the net position of 
western banks vis-a-vis eastern countries, which is the 
equivalent of eastern net debt to these banks, amounted 
to $45 billion in June 1980. This was nearly 70 per cent 
of the total (net) eastern debt to western countries. 


It appears that a substantial proportion of east-west 
current account 'deficits is still financed by official credits. 
It can be estimated that eastern debt on this account 
amounted to nearly $17 billion in 1979—some 28 per cent 
of the total debt of eastern countries to western countries 
in that year. Official credits are preferred by eastern 
countries to commercial bank loans since they are 
cheaper and are often related to east-west industrial 
co-operation projects. Recently, the EEC countries 
proposed a new general formula for the co-ordination 
of terms on which official credits may be extended 
by individual countries. This formula is applicable 
to eastern countries also, and is being negotiated 
within the respective forums of OECD countries. A rise 
in interest rates is the major change expected to result 
from the formula, since the main purpose is to reduce 
the gap between the interest rates charged for official 
credit and commercial banks. Though this would raise 
the cost at which official credits can be obtained, their 
other advantages will not be eliminated. 


The share of individual eastern countries in the above 
credit flows was related to their balances in east-west 
trade and the extent of their participation in east-west 
industrial co-operation. Poland has taken up the largest 
amounts of credit extended by commercial banks to 
eastern countries (its net total outstanding having risen 
up to the present to some $15 billion, or 32 per cent of 
the total). Poland is followed by the Soviet Union, the 
German Democratic Republic and Hungary where the 
corresponding figures are about $7 billion each or 15 per 
cent each of the total. The borrowing of these countries 
proceeded at a varying rhythm in 1980. The Soviet 
Union, which was absent from this market in 1978 and 
1979, returned on a substantial scale in 1980. On the 
other hand, the Soviet Union took the bulk of credits 
granted mairiy in connection with large investment 
projects (compensation deals). Poland took up further 
amounts. . 


Eastern countries procure convertible currency in 
other ways. An important source tor the Soviet Union 
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TABLE 3.6.7 


External position in domestic and foreign currency of banks in Group of Ten countries and Switzerland and the forcign branches 
of United States banks in the Caribbean area and the Far East vis-a-vis eastern Europe and the Soviet Union 


(Million US dollars—data at end of given period) 


ee 


1979 1980 (June) 


1977 1978 


net net Net Net 

Country position position Liabilities Assets position Liabilities Assets position 

Bul cariaan eae ark caks 7) «ees 1 900 2 682 TAU 3 085 2 374 801 3 194 21393 
€@zechoslovalkiaue пе: № 815 1 347 1 004 2 848 1 848 1111 2 959 1 848 
German Democratic Republic . 3 438 4 998 1 897 7 724 5 827 2132 8 810 6 678 
TUN gacy о ое er cers в 3 347 5 550 1166 7 370 6 204 794 7 331 6 537 
Poland Snes: pat а и 6 407 10 915 1 097 15 049 13 952 700 15 041 14 341 
ROMAM AS. че. 991 2 321 298 3 987 3 680 270 5 246 4976 
Soviet Wino о о во es 6 332 6 909 8 621 12 922 4 301 6151 12 051 5 900 
а ос gee il 952 РУ 628 2932 2304 607 2971 2 364 
Тов, A428 a ао 25 182 36 939 15 422 55 908 40 486 12 566 57 603 45 037 


Source: BIS, Annual Report, 1975-1979 and BIS, Press Reports for 1979 and 
1980. 


is sales of gold, which amounted to about 450 tons in 
both 1977 and 1978; the quantity fell to 290 tons in 1979 
and perhaps to less than 100 tons in 1980. This decline 
was related to Soviet oil export receipts which, stimulated 
by rapidly rising prices, contributed to the financing of a 
rising share of Soviet imports from the west. Other 
sources of foreign currency at the disposal of eastern 
countries are exports to certain developing countries, 
business operations in the west paid for in convertible 
currency, and sales to private citizens for convertible 
currency in specialized domestic shops. Romania borrows 
regularly from IBRD. 


Eastern countries’ borrowings from western countries 
either to finance the current account deficit or to raise 
foreign currency reserves has led to regular rises in eastern 
debt to the western countries. Its net amount may have 
increased to some $67 billion in 1980 (of which some 
$5.5 billion was contracted through CMEA banks), as 
compared with some $60 billion in 1979 and perhaps no 
more than $28 billion five years earlier. An important 
point to make in this respect is that the rise in indebted- 
ness was slower than the rise in eastern exports of goods 
and services to western countries, thus indicating a 
decline in the relative burden of indebtedness. In 1980, 
these exports amounted to some $60 billion, i.e. close to 
the level of debt. The narrowing of the gap was due to 
the rise in eastern export volume and even more so to the 
rising prices paid for eastern exports. The gap between 
the two figures would be even narrower even more if 
eastern gold sales were taken into account. 


The distribution of indebtedness between individual 
countries was very uneven. The Polish debt is the largest 
of all, exceeding $21 billion in 1980 (of which western 
official credits amounted to nearly $7 billion), accounting 
for nearly 32 per cent of total eastern debt in that уеаг.167 
This sum was also high in relation to Polish exports of 


187 The Polish plan-fulfilment report stated that Polish debt in 
western currencies rose in 1980 to an equivalent of $23 billion on 
the basis of a definition of debt used for east-west trade assessment. 


Note: The ten countries are Belgium-Luxembourg, France, Federal Republic 
of Germany, Italy, the Netherlands, Sweden, the United Kingdom, Canada, 
Japan and the United States of America. 


goods and services to western countries, which amounted 
to some $8 billion in 1980. However, in recent years, 
increments in indebtedness have been considerably re- 
duced (to some $1.7 billion in 1980). This reflected 
Polish success in reducing deficits on merchandise trade. 


The debt of the Soviet Union was the next biggest to 
that of Poland (some $14 billion in 1980), but it was small 
relative to Soviet exports of goods and services to west- 
ern countries (in 1980 these amounted to some $33 billion 
and more if Soviet gold sales are taken into account). 
Moreover, some $7 billion of the Soviet debt is self- 
liquidating as it arises from compensation projects. 
Among other eastern countries, indebtedness was rela- 
tively small in Czechoslovakia—perhaps $3 billion in 1980 
as compared with $4.5 billion for exports of goods and 
services to the west. But it was both absolutely and 
relatively high in the German Democratic Republic, 
Hungary, Romania and Bulgaria (in 1980 their debts 
amounted to $9.5, $7.8, $7.7 and $3.8 billion respectively 
and their corresponding exports of goods and services to 
western countries to $7, $4, $4.5 and $1.8 billion).1% A 
proportion of these debts were used to increase gold and 
foreign exchange reserves. Their levels are not known 
except in Hungary, where they stood at $2.1 billion in 
June 1980 (compared with $1.96 billion a year earlier). 


The debt burden of individual eastern countries can 
also be measured through the debt service ratio, which 
relates capital and interest payments to convertible cur- 
rency receipts. Debt servicing accounted for a large share 
of resources in all countries but the Soviet Union and 
Czechoslovakia. Precise measurements are not possible 
but some indications can be obtained on the basis of 
Polish experience. 


168 The Hungarian National Bank stated recently that the Hun- 
garian outstanding net convertible currency debt at the end of 1979 
amounted to $5,016 million. This sum is by definition smaller than 
the Hungarian net debt to western commercial banks shown by 
western statistics (see table 3.6.7). The difference reflects differences 
in coverage and above all the treatment of the country’s gold 
reserves obtained through foreign borrowing. 
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The Polish external financing requirement amounted 
to some $7.6 billion in 1980 of which debt service ac- 
counted for $5.8 billion ($1.8 billion of which consisted of 
interest payments)—that is, about 70 per cent of conver- 
tible currency receipts. For 1981, Polish debt service 
payments are estimated to rise to $8 to $9 billion. If 
Polish relationships resemble those in other countries, it 
would appear that the Bulgarian debt service ratio was 
below 60 per cent in 1980, that of the German Democratic 
Republic, Hungary and Romania to between 37 and 
55 per cent, while that of Czechoslovakia would amount 
to below 20 per cent. The Soviet Union stood out also 
in this respect: its debt service ratio may have reached 
17 per cent in 1980. This ratio is even smaller if Soviet 
gold sales and exports for convertible currencies to some 
developing countries are taken into account. 


On the western side, the largest amounts of official 
credits extended to the eastern countries were granted by 
the Federal Republic of Germany, France and Italy. 
Most of these credits were related to industrial co- 
Operation activities which promote exports by both 
partners. Commercial credit is raised on Euro-currency 
markets, increasingly through syndicates in which banks 
from most western countries participate. Western banks 
are still relatively little exposed vis-a-vis eastern countries, 
which account for only about 10 per cent of their publi- 
cized Euro-currency loans (1979). Eastern countries 
enjoyed certain advantages in terms of interest rates on 
credits granted to them by these banks; the good credit 
rating of the eastern countries is reflected in the relatively 
low spread of interest rates over LIBOR (the London 
Inter-Bank Offered Rate). 


—. 


~ 


` 


пися meet о wer ia. ie ey ceed 


worl ee un то popes ae ТУ 


о Иа, 


#83 р rd toute’ м 
ee бабы | полете фр een, ae). 


оо Зе аниемеа го ie. hove ety ea bun tort: asaimiinn зевай tartexe tullol ЭР 
"4 yi ПЖ tow 82 mes whee of Gator + 9 НАМ, -sf И’ УТ йе tay atl в оо 9 9. V2. Harort ot Nes 
“al bas ЕЯ Ait tui) ел "bed pd? . to hwteene, Фон jo пе 212) га Ча tat Боба о 
im И ни at БОЕВ, ar ph ‚ we Jo deo. лоувоо ee hee we UT 31 ва Ra te Vad ты 
НН. ч OSI Big lay НН У} и fi ne р i PAE > Th j жет ay ОН зе. 
Foray’ NG RG PA iy (esate ater Acta -t ye Re $8) art 3 basaradem "LA а ит, 

ааа см; роте А. У ais PSC is i Ago из ai ЗИ oldmsest agidangitoley i 
зы ee re МЫ 14s 33k Na фи APR выс. ere Mie ideh. силе tele wee DIG, “ 
woh itn > 6 fonts БИА Иез ПАО A erred ot ‘nls (10796 ath knee nog O83 | | 


ied к Sg 5 Не 80 Rh alo АИ, ВИЙ Fe i Р-р neath ‘ag чзкаемы. 
rot vaya men * 1097 eae aero eT Beles tovordathigew witew oles 2“ Jerid tale dane, Bd Е о 
Rl are О MRSS ЗВ “tale cbt bit пони whee sat Inv Ty OF. `В ты 


Oe taco BG) eit) wy УИ «al: boi al Relea bi fh cy кА Нах 918% oplvrsc Г о ИМ 
Gara. Ohi a) Боло ter tthet:. (ramet to atten, meres Hotleew.aues 2 Оба sift: CRP 155 
GOLA Font) oN Touch ет ЗОН neers. wre hes <4 ¢octer abe widinsvrhe Sel enone Dae z 

ae cota. Noy) } rR ~Ls ith ие ola; amb ay ла eats? за 


т у 
i 
ns: 
eae < 
a ` 
> — + anv. anny 
t 
‚< ; ” fre ge lag 
ee 
< 7 
As PTY. > $ a 
` 


Роб И vai Г в & . А 2 р Peas. и д AU ~ fie 
Ria? es os wb 4 С и Ss у ee 4 ао К Saw) 
ых Lae | ries * ду м и ” | у ге SLT Ив ey 
on га об ante ‹ eae 2 al Pn nese ny PCS бо nig 
eye Nae te: р м р " abe aA Ob TV, LDR eer, ag ea 
К + ет я к ‘ в о 4 | ЧУ ИАА ope 74 В ae? 
Biteris te. Ae ол | а ПАГ Е О ВТО Р. por: st AE, a 
Rr ee. и ы в роту" ео Ses ВОВ 
a at) fir. у ao ем iP и . бы ly o к п т У & ig soles — 
ея deal Po OB my т Аа RY | ОИ La oie ar a” Satie of 
Reh Pie ee р : она С 9 Ц ася 
Ав: >. sia ade Wei Rote sees ie lar te 7 3560 Voy 
: ‘ a's : В т et ИС, ры Фа 
| Е прай at ee at baa, ies cal one ST 
ee eee И Tae Bh 
ie м1 О Те. а Teta wn я “im 4 Ge Зи 
Wine ее: Ee, hee ee Te ae RC Е за Foren dead Bats) ры an 
Pai ay oe ws бир ee a eae rae Зе aie bbe oath wos 
Peg > ot м, ЗА. сабо, eri peal Chen ipa 


Tel AR od <. мари м ФУР Sins, "Зак Ay; ии чер ии га 


ВоВ c,h Mee 7 See A, pronhy Neher te it: 
i ee Me Me re a a 

В И ЗС И, ая 8 
ЖЕНИ он ger A ty К. pated vad A 
о ing. a ое Ogi ard poet alin, Ris | 
idea) a bg ‘eit Ноа tbe hae 


%, Ce - ve a i Ln 


Sa TM oe ны 
Ae eine hy de VP, Hag ‘Gags 
5 2a Cove asad ae А i» Nel 
УЖОТ = пе ии $ 
ре а 


reg В: | i ite 

st he о, wm Hl 

Sie areca his cot И 3) ee р 

би ль ЗЛЫМ: | Ste ead. afi 
у 


ие, ВХ ИХ 


СНАРТЕВ 4 


CHANGES IN THE STRUCTURE OF WEST EUROPEAN MANUFACTURING 
INDUSTRY IN THE 1970s 


1. INTRODUCTION AND TRENDS IN TOTAL MANUFACTURING 


Four years ago the secretariat published a study of 
structural change in European industry during the 
1960s.1*° This was an attempt to compare and synthesize 
patterns of industrial development in both eastern and 
western Europe at a relatively detailed breakdown of 
industrial branches. The very different statistical classifi- 
cation systems meant in practice that east and west had 
to be treated separately in more or less self-contained 
chapters, but the aims of the analysis and questions asked 
were broadly similar. 


The study presented here provides an up-dating of 
some aspects of this earlier study in respect of west Euro- 
pean manufacturing industry, but it also extends the 
analysis to the relations between output, exports and 
imports at branch level. The analysis and statistical series 
of Structure and Change stopped in 1970, just before the 
so-called “oil price shock” of 1973 and the more disturbed 
conditions of the 1970s: it was recognized at the time that, 
stopping where it did, this earlier study would provide a 
useful benchmark for examining subsequent changes. 


The study of comparative structural change is still 
inhibited by the considerable difficulties encountered in 
establishing internationally comparable series for indi- 
vidual manufacturing branches. The present chapter 
retains the same 18-branch breakdown of manufacturing 
industry that was used in Structure and Change: this of 
course helps to establish continuity between the analyses 
and the statistics, but it is also the case that an 18-branch 
breakdown is still about the most detailed that can be 
established without considerably reducing the number 
of countries and the comparability of the data, both 
between countries and between variables. Nevertheless 
there is evidence of considerable improvement of national 
industrial statistics in recent years, mainly because of the 
increased “policy” interest in structural questions, as 
well as the particular “adjustment” problems of tradi- 
tional industries such as textiles and clothing. Thus, 
when Structure and Change was being prepared the 
breakdown of manufacturing industry in the national 
accounts of the Federal Republic of Germany was limited 


169 Economic Commission for Europe; Structure and Change 
in European Industry, United Nations, New York, 1977. In the 
rest of this chapter this study is referred to as Structure and Change. 
Unless otherwise stated the statistical sources for the tables and 
charts in this chapter are those listed in the appendix. 


to nine branches and the Secretariat had to make a large 
number of estimates to obtain 18 branches; but as from 
December 1979 the Federal Republic’s national accounts 
provide а 31-branch disaggregation of manufacturing 
with estimates going back to the 1960s. This development 
was a direct consequence of the Government’s request to 
the five economic research institutes for regular structural 
analyses of industry. Although the same level of disaggre- 
gation cannot be established on a comparable basis for 
nine to ten countries at a time, such developments in 
national statistics obviously make a considerable contri- 
bution to improving the reliability of international com- 
parisons at the 18-branch level. 


It has not been possible to up-date all the basic series 
given in Structure and Change: this chapter concentrates 
on output (at current and constant prices), employment 
and foreign trade, all by 18 manufacturing branches. 
However, for the 1970s annual data have been collected 
and tabulated (not only for terminal years as in Structure 
and Change); furthermore, an attempt has been made to 
compare for each year, country and branch, the level of 
output with that of exports and imports. This last exercise 
required “blowing up” value added to obtain gross output 
and the transformation of trade data from the SITC to 
the ISIC classification. A major omission is the wage 
and salary bill, but it is hoped that estimates for this will 
soon be available for a subsequent note. The detailed 
statistics of manufacturing are not of course published 
with the same speed as the main aggregate variables in 
the national accounts: on average the disaggregated 
series for manufacturing appear some two years after the 
year to which they refer. Consequently the present anal- 
ysis refers only to the period up to and including 1978: 
this is fortuitous but not without advantage since it means 
that the statistics cover a period of some five years after 
the first “oil shock” and end just before the second in 
1979. 


A final point, by way of introduction, is to clarify what 
is meant by “structure” and “structural change”. These 
terms have been widely and loosely used in recent years 
to describe a variety of economic phenomena ranging 
from shifts in the parameters of behavioural equations 
of macro-economic models to any change which appears 
to be exceptionally large in relation to previous exper- 
ience. In this chapter, “structure” is defined as the per- 
centage distribution of a given variable, such as output 
or employment, among the eighteen manufacturing 
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branches selected for study,!”°—and “structural change” 
refers to changes in that distribution. The degree of 
structural change in output and employment over a given 
period is, by definition, a positive function of (i) the 
branch growth elasticity 174 and (ii) the over-all output 
growth rate. In short, structural changes are brought 
about by inter-industry differences in growth rates and 
the two main questions asked in this chapter are (i) whe- 
ther these differences were larger in the 1960s or in the 
1970s and (ii) whether they widened or narrowed after 
1973 and, if they have, whether they fall into any coherent 
pattern. The desired focus on relative growth rates is 
provided in the.main by analysing changes in the shares 
of individual branches in total manufacturing output or 
employment. There is still ambiguity as to what counts 
as “structural change” insofar as some changes are cyclical, 
and therefore temporary. However it is not always 
feasible to isolate the underlying or more “permanent” 
changes from these cyclical fluctuations. In principle this 
could be done by the usual methods of separating trends 
from cycles, and an attempt to do this has been made in 
section 2. But such an exercise is not easy when there 
are rarely long annual series available for each of the 
18 branches and when, as after 1973, both the amplitude 
and periodicity of the cycle appear to have changed. An 
additional complication is that the timing of the cycle is 
not the same for all branches: some lead, others lag 
behind that of total output. This complicates considerably 
the task of trying to identify the more permanent changes 
in structure, particularly when the period since 1973 is 
still, at least in statistical terms, very short. For these 
reasons this chapter examines changes in the branch 
pattern of output and employment from a number of 
standpoints (year-to-year changes, regression analysis 
of trends in branch shares, etc.) and is necessarily cautious 
in describing all the changes as “structural”. 


170 The branches are listed in table 4.A.10. 


171 Tn this study a branch growth elasticity is defined as the ratio 
of the growth of branch output to that of total manufacturing. 


Trends in total manufacturing 


Before proceeding to the analysis of the structures of 
output and employment it will be useful to discuss 
briefly changes in the principal variables for manufactur- 
ing as a whole. Compared with the 1960s, the (unweigh- 
ted) average growth of manufacturing output in the nine 
countries, which are the principal focus of this note, fell 
in the 1970s by nearly two-thirds (from 6.3 to 2.4 per 
cent a year); 17? employment rose by an average 0.8 per 
cent a year in the 1960s but fell by 0.9 per cent a year 
between 1970 and 1978; productivity growth has decel- 
erated, by more than one-third, and the average growth 
of the implicit prices of value added has more than 
trebled (table 4.1.1). None of the individual countries 
went against these trends although the degree of decelera- 
tion in growth and employment varies appreciably in 
some cases: real output growth in the 1970s fell rather 
less in France than in the rest of western Europe and 
employment growth was still positive in Finland, Italy 
and Norway. There are also large differences in the 
acceleration of price increases: a six-to-sevenfold increase 
in the United Kingdom, Sweden and Italy, and less than 
or just over, a doubling in the Netherlands, Belgium and 
the Federal Republic of Germany. 


The annual developments in the 1970s are shown for 
the same variables in chart 4.1.1. It is clear from the 
chart that, except in the case of prices, the decisive break 
with the trends of the 1960s occurs after 1973, 1974 being 
the turning point for real output (except in the United 
Kingdom). For the period 1970-1973 the unweighted 
average growth rate of real output is 4.9 per cent and for 
1973-1978 0.9 per cent a year. Output growth was thus 
on average already decelerating in 1970-1973, but the 
inter-country differences were widening: a few countries 


172 Comparisons are between growth rates for 1958-1960 to 
1968-1970, and 1970 to 1978. Unless otherwise indicated the data 
used in this chapter are taken from national sources as listed in the 
annex. 


TABLE 4.1.1 


Total manufacturing industry: growth of real output, employment, productivity 
and prices in the 1960s and the 1970s, by country 


(Per cent per annum) 


Real output 4 


1958-1960 


Employment ° 


Productivity Implicit prices © 


1 Па аа. 1958-1960 
Country 1968-1970 1970-1978 1968-1970 1970-1978 1968-1970 1970-1978 1968-1970 1970-1978 

Belgiume?) Jeeves. м: Re, 6.5 3.4 0.3 #890) 6.1 55 2.3 4.7 
оо о ae в. 6.9 ЗЫ 2.0 0.6 4.8 75) 4.7 11.9 
France: state eo. bee 6.3 4.4 0.8 O53 55 4.8 ake 8.0 
Germany, Federal Republic of 6. 2.0 0.4 —1.6 5.8 3 23 5.1 
а ре ЮВА 8.3 2.9 thea 0.3 6.5 2.6 2.2 15.0 
ео бо 6 с 6.8 2.9 0.8 —2.6 6.0 Suk 2.7 4.7 
INOPWay т Ра а? 5) ses) ral 0.1 4.1 1.4 37 9.6 
о 6.9 0.7 03—05 6.6 16 1.6 9.4 
United Kingdom. ..... 3.3 0.7 0.1 ed. Sz 2.1 2.3 13.5 


—— es 


Source; Data for the 1960s from Economic Commission for Europe, 


New York, 1977, Appendix A, 


Structure and Change in European Industry, United Nations, 


а Value added at factor cost, 1963 prices for the 1960s and 1970 prices for the 1970s. 


> Includes the self-employed. 
< Implicit deflators of value added at factor cost. 
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CuartT 4.1.1 
Index numbers of output, employment, productivity and prices for total manufacturing industry, 1970-1978, by country 
(1970 = 100) 
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CHART 4.1.1 (continued) 


NORWAY 


1968 1970 1972 1974 1976 1978 


UNITED KINGDOM 


1968 


1970 1972 1974 1976 1978 


actually had higher growth rates than in the 1960s (Bel- 
gium, France and the United Kingdom) while in others 
they had already slowed down appreciably (Sweden, 
Norway and the Federal Republic of Germany). In such 
a short period as 1970-1973 these differences are of course 
influenced by different cyclical positions and, probably 
more important, by the different macro-economic policies 
being pursued in the various countries and particularly 
` by the varying response to the acceleration of inflation. 
These policy differences had narrowed considerably by 
1978 although the relative variation in growth rates re- 
mained much larger than in the 1960s. (It can be seen 
from the chart that the relatively smaller decline in output 
growth in France in the period 1970-1978 is due to its 
relatively much higher growth rate after 1973: 3.1 per 
cent a year, while none of the other countries exceeded 
1.8 per cent.) 


Similarly large differences in employment growth are 
also apparent in the opening years of the 1970s: it was 
already in absolute decline between 1970-1973 in four 
of the nine countries, while in France and Finland it was 
increasing faster than in the 1960s. But for the period 
1973-1978 the decline is absolute in all countries except 


SWEDEN 
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1972 1974 1976 1978 


Implicit prices of value added. 
Value added at 1970 prices. 
ЕЕ, Employment. 

.... Уаше added per person employed. 


Italy. These changes in output and employment growth 
are reflected in those for productivity growth which, on 
average, only falls sharply after 1973. 


These changes in the growth of total output, employ- 
ment and prices all amount to a very different macro- 
economic environment from that of the 1960s. They are 
of course, by now, very familiar and it is widely consid- 
ered that they reflect a number of fundamental altera- | 
tions in the structure of the western industrial economies. 
The rise in crude oil prices in 1973 is presumed to have 
lowered, relatively, the demand for the output of the 
more energy-intensive industries and to have made 
redundant a certain proportion of the existing capital 
stock, while policies designed to combat inflation have 
entailed lower growth rates of total output which, in turn, 
and on the basis of past experience, can be expected to 
affect the pace of structural change. Against this back- 
ground it is the purpose of this chapter to examine what 
changes have actually occurred in the structure of west 
European manufacturing industry in the 1970s and to 
establish whether or not there is any significant departure 
from the underlying trends identified by the Secretariat 
in its earlier study of the 1960s. 


2, CHANGES IN THE STRUCTURE OF OUTPUT AND EMPLOYMENT 


A. WESTERN EUROPE, AN OVER-ALL VIEW 


The summary measure of structural change employed 
throughout this chapter is one that has been widely used 
and is based quite simply on changes in the various 
branch shares between two periods, namely: 


C= х (а:2 — iy). forall а;2 > ал 
т 


where а; is the percentage share of branch i in total manu- 
facturing output or employment in periods 1 and 2 res- 
pectively. The index of structural change (C) is measured 
in percentage points. The mirror image of C is also 
widely used and can be interpreted as a measure of simi- 
larity between any two structures: 


S=100-C. 


The value of the similarity index (S) lies between 100, 
which indicates no structural change or, alternatively, 
perfect similarity of two structures, and zero, which 
indicates complete dissimilarity or a total reversal of 
structure in the relevant period.1”8 


The index of structural change (C) is shown in table 
4.2.1 for the nine 174 west European countries taken toge- 
ther; the index is given for the 1970s and for the period 
1958-1960 to 1968-1970 which was the decade examined 
in the Secretariat’s previous study, Structure and Change. 


It can be seen that between 1970 and 1978 the degree 
of change was least for the structure of employment; the 
branch composition of real output changed most on the 
basis of the weighted average of the nine countries, but 
less than the change in current output if the unweigh- 
ted!”5 average is taken. The higher degree of change for 
the unweighted current output pattern reflects the fact 
that the smaller countries showed, on average, a higher 


173 These are the measures of structural change and of similarity 
used in the secretariat’s previous study Structure and Change. 
The index C may also be written as half the sum of the absolute 
difference in shares for all aj, i.e. 0.5 x | ai2 — ал |. A number 


of alternative formulations have been used in other studies, although 
their identity is rarely acknowledged: thus, 5 (above) = 51 = S2 
where 51 = 1 — Ax | а2 — аи | and 52 = x (minimum of 


ai2, 441). 51 is due to М. Michaely, Concentration in International 
Trade, North Holland, Amsterdam, 1962; and S2 to J. M. Finger 
and M.E. Kreinin, “A Measure of “export similarity” and its 
possible uses”, The Economic Journal, (89), December 1979. 


174 Austria is excluded here because it was only possible to 
estimate the output and employment structures in terms of 15 
branches and not for 18 as in the other nine countries. 

175 The weighted averages were calculated on the basic data 
summed across all nine countries. National output figures were 
converted into US dollars by applying 1970 exchange rates for real 
output and current exchange rates for nominal output. The un- 
weighted average is simply the arithmetical average of the percentage 
branch shares of output and employment respectively, for the nine 
countries. The unweighted average is often a more significant 
standard of reference, since the weighted average is dominated 
by the Jargest countries. 


degree of change than the larger ones. This also applies, 
in general, to changes in real output, but here the weighted 
average of the nine countries is strongly influenced by a 
particularly large change in France (see below). 


TABLE 4.2.1 


Indices of structural change for total manufacturing 
industry in western Europe,” 1958-1960 to 1978 


Index of structural Index of the 
change consistency 
of structural 
1958-1960 to 1970- change 
1968-1970 1978 1970-1978 
(a) Weighted averages : 
Value added at current prices 4.75 57 0.31 
Value added at constant prices 7.4 ¢ 6.9 0.54 
Employmentae eee 5.8 4.4 0.69 
(b) Unweighted averages : 
Value added at current prices 5.3% 6.7 0.32 
(5.4 %) 
Value added at constant prices 7.8 6.2 0.42 
Employmentes ее. 6.1 557 0.72 


Source : For 1958-1960 to 1968-1970 the data are from Economic Commission 
for горе, Structure and Change т European Industry, United Nations: New 
York, 1977. 


Note. For definition of structural change see text, page 185. 


@ Belgium, Finland, France, Germany, Fed. Rep. of, Italy, Netherlands, Nor- 
way, Sweden and the United Kingdom. 


> Includes Yugoslavia but excludes France. 
с Includes Yugoslavia. 
а Excludes France. 


Branches that show an increased share of total output 
in one year may fall back in a later year as a result of 
different cyclical patterns and changes in longer run 
development trends. It is therefore interesting to measure 
the degree to which the changes that have occurred in 
one year have been “consistent” in the sense that they 
have not been partially or totally reversed in later years. 
A measure of the degree of consistency of the changes in 
the branch pattern of output and employment over time 
is given in the final column of table 4.2.1. This index 
takes the value of 1 when there have been no reversals in 
branch share movements (i.e. total consistency of the 
changes over time) and zero when the year-to-year 
changes cancel out completely.” According to this 
index by far the highest degree ,of consistency, i.e. the 
lowest degree of reversal in branch share changes, occurs 
for employment although its over-all degree of structural 
change is the lowest of the three variables. The degree of 
consistency over time is least for current output, with 
real output taking an intermediate position. 


176 The index of consistency is calculated by dividing the index 
of structural change (С) by the sum of the year-to-year changes 
(also in percentage points) between 1970 and 1978. 
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If it is recalled that the last decade has been a period 
of rapid price increases, then the low degree of consis- 
tency for current output changes suggests not only that 
for certain branches'relative price movements were able 
to offset relative movements in real output, but also that 
year-to-year changes in relative prices were relatively 
volatile.?”” 


It is particularly interesting to compare the degree of 
structural change in the 1970s with that which occurred 
in the 1960s since the two periods are very different in 
respect of growth and inflation (see above). Moreover 
some of the specific events that have preoccupied much 
of the policy discussion in the 1970s (and some of them 
have in fact helped to determine the change in the econ- 
omic environment) might be expected to have given extra 
stimulus to the forces making for changes in the structure 
of output and employment: for example, higher energy 
prices might be expected to reduce the relative growth of 
the more energy-intensive manufacturing branches while 
the alleged increase in the competitiveness of the so- 
called “newly industrializing countries” might have 
accelerated the decline of traditional labour-intensive 
industries such as textiles and clothing. However, against 
these factors making for an accelerated pace of structural 
change is the fact that in the past the rate of structural 
change has tended to be positively related to the rate of 
growth of total output. 


The indices of structural change in table 4.2.1 show in 
fact that the pace of change for real output and employ- 
ment was higher in the 1960s than in the 1970s, although 
not by a large margin.?”® For the structure of output in 
current prices, however, the degree of change has been 
greater in the 1970s, a reflection of sharper changes in 
relative factor prices. Thus at a time when the need for 
“structural adjustment” in the industrial economies is 
said to be a matter of some urgency, the actual pace of 
structural change in terms of real output and, particularly, 
of employment appears to have decelerated. 


The data for the 1970s can be placed in a larger histor- 
ical perspective by comparing the indices of structural 
change for output at constant prices with those calculated 
for selected sub-periods from the beginning of the century. 
In chart 4.2.1 the ten-year rate of change of the index of 
structural change is plotted against the growth rate 
of total manufacturing as a whole for five periods 
from 1901 to 1978. The comparison of course is only 
a very rough one: the coefficients for 1901 to ,1955 
are based on a study!”® which divided value added in 
manufacturing into only eight branches, although the 
index of structural change between 1959 and 1969 for 
the six-branch structure is the same as that for 18 bran- 
ches.18 The data for 1901-1955 are for cyclical peak 
years and refer to ten west European countries: the nine 
to which the indices for 1970-1978 refer in table 4.2.1, 
plus Austria. 


177 As this section deals with value added at factor cost, prices 
refer to labour incomes and gross profits, excluding taxes and the 
prices of current inputs. A more detailed analysis of relative price 
changes will be presented in a later study. 

178 Comparisons between the two decades must be treated with 
caution in view of differences in cyclical variations and the quality 
of the basic statistics. See also footnote 188, p. 197 below. 


179 У. Paretti and G. Bloch, “Industrial Production in Western 
Europe and the United States 1901 to 1955”, Banca Nazionale de 
Lavoro Quarterly Review, No. 39, 1956. 


180 Structure and Change, pp. 16-17. 


Chart 4.2.1 indicates that for the three periods between 
1913 and 1968-1970 the rate of change in the structure of 
output rose fairly closely with the acceleration in the 
growth of total output. However, the period in which 
the rate of structural change of manufacturing output 
has been greatest was in the opening years of the century 
(1901-1913) when engineering was replacing food and 
drink as the major manufacturing branch: the growth of 
total output in this period was much the same as the 


CHART 4.2.1 


Structural change and output growth in western European 
manufacturing industry, 1901-1978 


Index of al 
Structural Change 


1901-13 
* 


1 2 3 4 5 6 


Rate of growth of real output 
(per cent а year ) 


Source : Data for 1901—1968-1970 are from Economic Commission for Europe, 
Structure and Change in European Industry, United Nations, New York, 1977, p. 16. 


а Ten-year rate of change of index of structural change (С) for output at cons- 
tant prices. 


average rate for 1937-1955, but the rate of structural 
change was more than double. For the most recent 
period, 1970 to 1978, there is probably some upward bias 
in the index of “structural” change due to the influence 
of cyclical factors. And although there are too few obser- 
vations to establish a regular relationship between growth 
and structural change, nevertheless it does seem plausible 
to suggest that the pace of structural change in the 1970s, 
although somewhat lower than in the 1960s, is still higher 
than might have been expected given the sharp fall in the 
growth of real output. 


(i) The development of individual branch shares 


Changes in the shares of 17 major branches 181 in total 
manufacturing output and employment for nine west 
European countries taken together are shown in chart 
4.2.2 for the period 1970 to 1978. This chart indicates 
clearly a cyclical element in the development of many of 
the individual branch shares and, in particular, the 
presence of a major fluctuation in the period 1973-1975: 
it is stressed that in these years there was a sharp fluctua- 
tion about the longer run trend of many of the branch 
shares rather than a major shift in the underlying trends. 
This is discussed more fully below where linear time trends 
are fitted to the branch shares for individual countries. 


181 Because its share is insignificant the leather products branch 
has been included with clothing and footwear. 
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СНАвВТ 4.2.2 


Western Europe: average branch shares of total manufacturing output and employment, 1970-1978 


Percentage share in total manufacturing 
Nine west European countries, weighted average 
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CHART 4.2.2 (continued) 
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The most prominent changes in branch shares, for 
western Europe as a whole, may be summarized as follows: 


The only branches that increased their share of total real 
output by 1 percentage point or more between 1970 
and 1978 are: chemicals (+2.2 points to 13 per cent); 
electrical equipment (+2.1 points to 11 per cent). 


The advance of these two branches is roughly matched 
by the decreasing shares of: textiles, clothing, leather 
{—2.0 points to 8 per cent); basic metals (— 1.1 points 
to im per cent); metal products (— 1.2 points to 7.3 рег 
cent). 


It can be seen from chart 4.2.2 (and appendix table 
4.A.1) that the changes in output shares for the other 
branches are all well below 1 percentage point and some- 
times fairly small.182 


The chart also shows the relatively smooth changes 
that have occurred in the branch shares of total manu- 
facturing employment. The only branch with an increase 
in share of 1 percentage point or more in 1978 (compared 
with 1970) is transport equipment. And only in textiles 
was the decrease higher than 1 percentage point (— 1.7 to 
— 6.1 per cent). 


Employment in chemicals and electrical machinery 
both rose by only 0.6 percentage points. This, together 
with the Jarge rise in the output shares, suggests a con- 
siderably faster productivity growth than for total manu- 
facturing, while the reverse holds true, for example, for 
transport equipment. 


The differences in the cyclical patterns of the individual 
branches can be seen in the large swings in the branch 
shares in the period 1973-1976, i.e. immediately after the 
first oil price crisis and the recession of 1974-1975. The 
most prominent cases here are chemicals, basic metals 
and transport equipment. However, it is difficult to see 
any “permanent” upward or downward shifts of branch 
shares occurring after 1973. The main impression is that 
for some branches the immediate aftermath of 1973 was 
essentially a temporary interruption in the underlying 
movement for the period as a whole. 


One exceptional branch in chart 4.2.2 is metal products 
where there has been, throughout the period, a steady 
rise in the employment share but a relatively rapid and 
almost continuous fall in its share of total (real) output. 
The sharp fall in productivity implied by these divergent 
trends, however, has been accompanied by relatively 
sharp increases in relative prices, particularly after 1974; 
indeed this is the only branch where a reversal in a branch 
share appears to have occurred: its share of current 
output was falling until 1974 when it began to increase 
albeit with considerable fluctuation. 


A summary view of the individual branch movements 
between 1970 and 1978 is provided by chart 4.2.3, which 
shows the similarity index (5, as defined above) for the 
branch composition of output and employment, calcu- 
lated on a year-to-year basis. It clearly reflects the extra- 
ordinary changes in branch shares between 1973 and 
1975, especially for output. However, from chart 4.2.2 
it is clear that it is only a small number of branches 
(mainly basic metals, chemicals, transport equipment and 


182 Branch movements in the individual countries on occasion 
differ considerably from the average of nine countries shown here. 
This can be illustrated here by basic metals, which declined by only 
0.5 percentage points if the unweighted average of the nine countries 
is taken (appendix table 4.A.1)—a clear indication of the large 
spread of movements in the individual countries. 


food) that account for the extreme values taken on by 
the similarity index in these years.183 


This high degree of concentration of rising and falling 
branch shares can also be observed over the whole period. 
With a combined increase of 4.4 percentage points be- 
tween 1970 and 1978 in real output, chemicals and elec- 
trical machinery account for about 80 per cent of the 
positive changes in branch shares for six branches (the 
others being food, wood, non-electrical machinery, and 
manufacturing industries n.e.s.) where the latter is a 
rather heterogeneous branch including activities such as 
the manufacturing of jewellery, musical instruments, 
sporting and athletic goods, as well as all activities not 
classified elsewhere. The offsetting falls in output 
shares on the other hand, were largely accounted 
for (about 75 per cent) by only four branches; textiles, 
clothing, basic metals, and metal products. 


The year-to-year changes in the similarity indices do 
not indicate any persistent acceleration over the period 
as a whole in the pace of structural change in the nine 
countries combined. There was some acceleration in the 
output indices between 1970 and 1975, but this is heavily 
influenced by differences in the cyclical position of the 
different branches and is largely offset by the deceleration 
after 1975 (chart 4.2.3). For employment there is no 
tendency for structural change to accelerate and compared 
with the output indices the rate of change has fluctuated 
very little. 

However, while there appears to be no acceleration in 
the over-all degree of structural change in the 1970s, it 
is equally clear from inspection of chart 4.2.2 that west 
European manufacturing industry is moving steadily 
away from the branch patterns of output and employment 
prevailing in 1970. This shift is shown in chart 4.2.4, 
which shows the degree of similarity between the branch 
patterns of output and employment in 1970 with each 
succeeding year. While the shift away from the 1970 
pattern is relatively steady for real output and employ- 
ment, the index is more erratic for current output, a reflec- 
tion of the greater volatility of relative price movements. 
However, the general direction is clear. Western Europe 
is moving steadily out of industries where it has lost (or 
is losing) a comparative advantage, i.e. the low-skilled, 
labour-intensive industries such as textiles, clothing and 
leather, with compensating advances being made in che- 
micals and electrical machinery, i.e. branches with a rela- 
tively high skilled labour intensity and relatively large 
inputs of research and development activities. 


(ii) Growth elasticities 


As already shown, the degree of structural change in 

a given period depends on the over-all growth rate and 

the growth elasticities. These elasticities are given in 

table 4.2.2. The data suggest a subdivision of industrial 
branches (for the average of the nine countries) into three 
groups: 

Those with high growth elasticities (around 2), 1.е. average 
annual growth rates twice as high as that for total 
manufacturing (+2.5 per cent): chemicals; electrical 
machinery; manufacturing n.e.s.; 


183 For example: basic metals and chemicals account for about 
80 per cent of the positive changes in branch shares of current output 
between 1973 and 1974 and for about 75 per cent of all the decreasing 
shares between 1974 and 1975. 
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CHART 4.2.3 


Indices of similarity between sucessive years of the output and employment structure of west European manufacturing industry," 1970-1978 
(Each preceeding year = 100) 
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в Weighted average of nine west European countries. 


CHART 4.2.4 
Indices of similarity over time of the output and employment structure of west European manufacturing industry,® 1970-1978 
(1970 = 100) 
94 
>” 
„” 
95 Pra we Nas added, constant prices 
= Денни 
96 > en ae NEE Vas added, current prices 


1970 1971 1972 1973 1974 1975 1976 1977 1978 


© Weighted average of nine west European countries. 


Branches with growth elasticities of around 1 (0.9 to 1.2), Percentages 
i.e. average annual growth rates of about the same as Share of output Share of employment 
that for total manufacturing: food; wood, furniture; 1970 1978 1970 1978 
norrelectrical machinery; transport equipment; Group: 

Branches with а low or negative growth elasticity, for High elasticitye. . . 20.7 25.3 17.9 19.1 
example, tobacco, textiles, paper, printing, etc. (in all, | 
11 branches). Не 

Elasticity around1°%. 36.3 37.3 36.4 38.0 

It can be seen from the following table that the dynamic G й 

. . F : г % ый roup 3: 

industries (chemicals, electrical machinery, “other”) in- ; 

creased their share of real output by 4.6 percentage points, mee preitimerht re а : 

while the employment share rose by only 1.2 percentage а а : : Ae Se 

points, a clear indication of the large productivity gains 100.0 100.0 100.0 100.0 


in these branches. 


_A point of great interest is whether the pattern of rela- ‚роще terwenp.9 and 1.2 
tive growth rates has changed in the wake of events follow- = ‹ Elasticity below 0.9. 
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ing the first oil price “explosion” at the end of 1973. 
With the sharp deceleration in total output growth in 
1973-1978 to 1.3 per cent a year (for some countries, 
Sweden, Norway and the United Kingdom, the average 
rate is actually negative) the numerical values of the 
branch elasticities are very much larger than for the 
period 1970-1973 (table 4.2.2). However, a comparison 
of these two very different sub-periods of the 1970s shows 


TABLE 4.2.2 


Branch growth elasticities of manufacturing output in western Europe, 
1970-1978 


(Weighted average of nine countries) 


——————ы_ыи Ч 


1970-1978 1970-1973 1973-1978 

Roodiandidrink 6s 5 5 ses. Ned be 0.91 UP 
оба. eee ee —0.62 0.05 — 2.07 
TORS: ро ое ie —0.20 0.51 = e740) 
Clothing and footwear ..... — 0.10 0.17 — 0.69 
И ое о И 0.02 0.06 — 0.06 
ОО дани 1.20 1.69 0.22 
ро А. Ол 0.46 0.84 — 0.34 
РОО cure. Я, СИН: ets 0.56 0.57 0.53 
Спеписа они но За ses 1.98 1.95 2.07 
Petroleum and coal products. . . 0.75 117 0.13 
О а ева: 0.52 0.68 0.17 
Non-metallic minerals. ..... 0.88 1.31 — 0.03 
BASIC sme с не 0.35 0.50 0.04 
Netal"products .o 7 © cee 5 as 0.26 0.55 — 0.36 
Non-electrical machinery. . . . . 1.18 0.90 1.79 
Blectrical'machinery . .... . 2.14 1.57 3.35 
Transport equipment ...... — 0.93 0.88 1.04 
Manufacturing nes. ...... 1.92 1.60 2.61 

Ota Mee tae eae eee 1.00 1.00 1.00 
Growth of total manufacturing 

output (per cent per year) ... 2.5 4.5 1.3 


that the hierarchy of relative growth rates is fairly stable: 
the Spearman rank correlation coefficient between the 
rankings of relative growth rates in the two periods is 
0.73 (significant at 1 per cent). The largest changes in 
relative position are for non-metallic minerals (which 
moved from rank 5 in 1970-1973 to rank 11 an 1970-1978), 
wood, furniture (from rank 2 to 8) and petroleum pro- 
ducts 184 (from rank 6 to 13). But these relatively large 
shifts in rank position (leather products and printing 
should also be included here) are concentrated on the 
smaller branches (cf. table 4.4.1) and this has dampened 
the effect of changes in relative growth rates on the over- 
all measures of structural change discussed above. 


To what extent does the pattern of growth in the 1970s 
differ from that of the 1960s? In chart 4.2.5 the average 
growth elasticities for the period 1970 to 1978 have been 
plotted against those for the period 1958-1960 to 1968- 
1970.185 It can be seen that while a number of branches 
cluster around the 45° line, representing approximately 
the same elasticity in both periods, the shifts are more 


184 For petroleum and coal products the annual growth of real 
output fell from 5.3 per cent in the first period to —0.2 per cent in 
the second. 

185 The elasticities for the 1960s are taken from Structure and 
Change, p. 14, table 1.2. 


dramatic for other branches. There is, notably, a remark- 
able fall in the relative growth of petroleum and coal 
products in the 1970s, and a relatively strong advance of 
electrical machinery. The high growth elasticity of the 
small group manufacturing industries n.e.s. in the 1970s is 
largely a reflection of a very rapid relative growth of this 
branch in Italy, the Netherlands, Sweden and the United 
Kingdom. Textiles, clothing, footwear, which were still 
showing positive growth rates in the 1960s, declined 
absolutely in the 1970s. 


However, apart from the possibly more spurious move- 
ments recorded for relatively small industries such as 
“other” and petroleum products, the main impression 
conveyed by chart 4.2.5 is one of a generally well-pre- 
served hierarchy of relative branch growth rates over the 
two periods,186 


Finally, table 4.2.3 summarizes the direction of the 
changes in branch shares implied by the pattern of 
relative growth rates. It is clear that the direction of 
change did not alter very much between the two periods: 
the only case of a reversal in direction is the food pro- 
ducts industry where the share of both total output and 
employment was falling in the 1960s but rising in the 
1970s. 


TABLE 4.2.3 


Rising (+), falling (—) and stable (0) branch shares in west European 
manufacturing industry in the 1960s and 1970s @ 


Output at 
constant prices Employment 
1958-1960 


1958-1960 
-1968-1970 ° 1970-1978 -1968-1970® 1970-1978 
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а Nine west European countries combined. A stable share is defined as a change 
of less than 0.2 percentage points in either direction. 


> Including Yugoslavia. 


B. THE EXPERIENCE OF INDIVIDUAL 
COUNTRIES 


Changes in the structure of output and employment 
between 1970 and 1978 are shown for west European 
countries in table 4.2.4; the indices of structural change 


186 The Spearman rank correlation coefficient between the 
rankings of branch growth elasticities in the two periods is 0.61, 
which is significant at 1 per cent. 
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CHART 4.2.5 


Growth elasticities? of real output for 18 manufacturing branches in western Europe, 


1958-1960 to 1968-1970 and 1970 to 1978 


(a) 1958-1960 to 1968-1970 and 1970 to 1978 
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TABLE 4.2.4 


Degree of structural change in manufacturing output and employment, 
by country, in the 1960s and 1970s 


— ree ee 


Value added at Value added at 
Employment constant prices current prices 
1958-1960 1970 1958-1960 - 
Country -1968-1970 -1978 < -1968-1970 ones o А ри в 
Austria (ian и Г.Г se 6.8 Bc 6.7 
Belgium со С 6.5 7.8 10.7 10.2 8.2 10.8 
О о ese 4. ам 7.9 6.3 10.4 8.7 7.5 9.0 
France 5 kee ey Oe oe eh ee ee 7.9 6.8 9.4 13.2 “5 8.3 
Germany, Federal Republic of . . 7.8 5.8 10.2 77 6.5 7.4 
а а 6.7 5.3 9.4 6.6 7.3 6.6 
Netherlands ame mesa ee 3 ee Gr 7.8 7.4 13.6 7.9 9.0 У 
оса cM ere tee c. 7.8 7.6 9.3 9.0 9.2 11.3 
Sweden а one 6.7 7.4 11.2 6.8 5.6 11.3: 
United а ео о бо ое ай 5:5 35 7 7.3 6.0 3.9 


Source ; Data for the 1960s from Economic Commission for Europe, Structure and Change т European Industry, 


United Nations, New York, 1977. 


а Equivalent 10-year rate of change in index of structural change (С). 
> For 15 branches of total manufacturing industry only. 


are expressed in terms of 10-year rates of change in order 
to compare them with the equivalent data for the 1960s. 
Since inter-country differences in the rates of change are 
not in general very great, the basic pattern here is much 
the same for Europe as a whole.'®? With the exception 
of Austria and Sweden, changes in the structure of em- 
ployment are smaller than for real output and in some 
cases, such as France and the United Kingdom, by quite 
a large margin. Employment structures also changed 
less than real output in the 1960s. The change in the 
structure of output at current prices in the 1970s is greater 
than that for real output in four countries (Belgium, 
Finland, Norway, Sweden), and less in France, the 
Federal Republic of Germany, the Netherlands, and the 
United Kingdom. This contrasts with the 1960s when 
the changes in current output were much less than real 
output in all countries. This suggests a greater volatility 
of relative price movements in the 1970s which have 
failed to offset the changes in real output by larger mar- 
gins than in the 1960s (either by under- or over-compen- 
sating for the changes in real output shares). 


Two of the more striking deviations from the average 
European pattern are France and the United Kingdom. 
There was a remarkably high rate of change in the struc- 
ture of real output in France in the 1970s, both in relation 
to the other countries in the 1970s and to its own rate in 
the 1960s. This is mainly due to the rapid and above- 
average growth of three branches: electrical and non- 
electrical machinery, and manufactured foodstuffs; in 
contrast to the rest of western Europe, the growth of the 
French chemicals industry was relatively sluggish. In 
the United Kingdom the striking feature is the very low 
degree of change in the structures of employment and 
current output: the indices are low not only in com- 
parison with the rest of Europe but also in relation to the 
United Kingdom figures for the 1960s. In contrast, the 
pace of change in the structure of real output is not much 
below the average for the ten countries in the 1970s and 


187 The coefficient of variation about the mean rate of change in 
the 1970s ranges between 20 per cent for employment and 30 per 
cent for current-price output: this is somewhat higher than the 
1960s when it ranged between 12 per cent for employment and 
16 per cent for output at constant prices. 


has not fallen much in comparison with the 1960s. Tex- 
tiles and basic metals have shown the largest relative 
decline of all sectors in the United Kingdom and account 
for 80 and 70 per cent of all the declining shares in current 
output and employment respectively; however, the off- 
setting movements in other branches have been much 
less concentrated. The changes in individual branch 
shares have in general been quite small, suggesting a 
relatively rigid structure of relative prices and employ- 
ment. 


Except in Belgium, the change in employment struc- 
tures appears to have slowed down in the 1970s,1* not 
significantly in Norway and the Netherlands, but quite 
sharply elsewhere. A similar deceleration can be seen for 
the pace of change in the structure of real output, the 
most notable deviation being France where the pace 
accelerated mainly due to the rapid growth of electrical 
and non-electrical machinery. The slowdown in structural 
change is quite sharp in the Netherlands: this largely 
reflects a slowdown in the relative growth of chemicals 
which, in the 1960s, had been exceptionally dynamic and 
had increased their share of total (real) output from 10 to 
20 per cent. 


In terms simply of the direction of changes in branch 
shares there is little difference between the 1960s and the 
1970s: declining branches in the 1960s continued to 
decline in the 1970s and vice versa. The number of rever- 
sals in direction, from a falling to a rising share of real 
output (and vice versa) is very limited: food products, for 
example, in France, Italy and the United Kingdom, basic 
metals in Belgium and Sweden; in the Federal Republic 
of Germany there are no reversals at all (table 4.2.5). A 
similar degree of stability in the direction of changes also 
holds for employment, most of the prominent reversals 
also occurring for food products (table 4.2.6). 


188 These comparisons between the 1960s and the 1970s must be 
qualified insofar as the data used here for the 1960s have since been 
revised in a number of countries; improved and more detailed 
industrial statistics have become increasingly available since the 
Secretariat’s previous study, Structure and Change, was completed. 
Owing to limitations of time the Secretariat has not yet been able 
to revise the earlier statistics and establish a fully consistent series 
for the whole period 1958-1978. 
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CHART 4.2.6 


Indices of similarity between output and employment structures in successive years for ten countries 
(Preceding year = 100) 
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CHART 4.2.6 (continued) 
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The consistency of the changes in output and employ- 
ment structures in the individual countries in the 1970s 
is fairly close to the pattern for western Europe as a 
whole (see table 4.2.1). The direction of the changes in 
branch employment shares has been more stable than 
the year-to-year changes in real output, while changes in 
the structure of current output have shown the greatest 
tendency to be reversed: 


Index of consistency of structural change 


(1970-1978) 
Real Current 
Country Employment output output 
Асама гс абс. 0.67 0.42 as 
Belgtumieie os «a eee 0.49 0.35 0.29 
Rhinlandw@reas taeties cn se ls 0.47 0.32 0.18 
О о stn = 6 0.57 0.61 0.33 
Germany, Federal Republic of . . 0.64 0.46 0.35 
Cally me eet Оо 0.65 0.38 0.27 
MINGtherlangsi seed es о ци 0.66 0.42 0.27 
NOL Waseca oa ciate secs 0.57 0.39 0.34 
бе Че ot eons. cee ee 0.55 0.33 0.32 
United Kingdom ........ 0.42 0.48 0.18 
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The year-to-year changes in the branch patterns of 
output and employment are shown for all countries in 
the form of similarity indices in chart 4.2.6. These indi- 
cate relatively large changes in individual branch shares, 
particularly for output, in the period 1974-1976, but 
these changes tended to be reversed in the following 
years. This suggests that the oil price explosion of 1973 
and the subsequent recession of 1974-1975, the most 
severe of the post-war period, did not in themselves lead 
to any acceleration in the pace of structural change in 
manufacturing industry. The fluctuation in the index 
of structural change for these years thus appears to re- 
flect largely the impact of an (hitherto) abnormal recession 
оп a normal cyclical variation in branch зВагез.189 


189 Linear time trends were fitted to the year-to-year changes 
in the similarity indices given in chart 4.2.6. None of the equations 
were significant, thus providing no evidence, in any of the nine 
countries, of an acceleration in the underlying rate of structural 
change in the period 1970-1978. 
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(i) Time trends in the branch shares of output 
and employment 


So far, this chapter has discussed structural change 
largely in terms of changes in branch shares between 
selected years. The previous paragraphs point to a 
possible drawback of this approach, namely that the 
measurement of structural change may be affected by 
differences in the cyclical position of the different indus- 
tries or branches: it is ‘well known, for example, that the 
textiles and clothing industries tend to lead cyclical 
changes in total output while machinery and other capital 
goods tend to lag behind. (This cyclical component of 
indices of structural change was discussed above in terms 
of “reversals” and “consistency” indices.) At relatively 
high levels of aggregation a short-cut solution to this 
problem is simply to select years for comparison where 
the phase of the business cycle is similar, but this will be 
less satisfactory the more total manufacturing is disaggre- 
gated into individual industries. The solution adopted 
here is to fit time trends to the annual data for individual 
branch shares of total manufacturing employment and 
output between 1968 and 1970. The measurement of 
structural change is then based on the regression coeffi- 
cients which, in principle, separate the underlying rates 
of change from cyclical variations in branch shares. The 
results of this exercise are summarized in tables 4.2.7- 
4.2.9 which contain the regression coefficients of the 
estimated linear trend equations. Coefficients which are 
not significantly different from zero have been excluded: 
these are the branches whose shares of total manufac- 
turing output and employment have remained more or 
less stable and which, therefore, have made no significant 
contribution to the over-all index of structural change. 
Structural change obviously implies that higher than 
average growth in certain sectors must be offset by less 
than average growth in others: this characteristic is pre- 
served in tables 4.2.7-4.2.9 since the regression coefficients 


(for each country) sum to zero.1° In other words the 
coefficients not only indicate the significant changes in 
branch shares but also the precise extent to which the 
changes offset one another. However, since these tables 
include only the significant coefficients they do not always 
sum to zero: the remaining offset is provided by statisti- 
cally non-significant movements in the shares of the 
omitted branches. 


A comparison of the two measures of structural 
change—one based on trends, the other on actual changes 
in shares between two single years—is given in table 
4.2.10. For employment and output at constant prices 
the index of structural change based on trends is somewhat 
lower than that based on end-years, but for the most part 
the differences are small and there is little difference in 
the rank order of countries according to the two meas- 
ures. However there are some very large differences 
between the two measures of structural change in respect 
of output at current prices. In these cases the measure 
based on the regression coefficients gives a much smaller 
rate of change than the end-year comparison. This 


190 If the same functional form is fitted by least-squares to the и 
components of an aggregate (i.e. the sum of the dependent variables 
is 1.0), then the sum of the n intercepts is 1.0 and the sum of the 
n regression coefficients is zero. For a proof of this see G. D. N. 
Worswick, “А Note on the Adding-Up Criteria”, The Review of 
Economic Studies, XXII(1), No. 57, 1954-55. In order to preserve 
the “adding up” property functional forms which involve a 
logarithmic transformation of the dependent variable must be 
excluded. The application of the same functional form to all 18 
industries in 9 or 11 countries may of course lead to wrong con- 
clusions as to the significance of individual branch movements. 
Experiments with a number of alternative forms however suggest 
that this is not a problem with the data of the present exercise. 
There are only two cases where the regression coefficient is not 
significant in the linear retression but is significant in an exponential 
equation: both concern output at current prices andare basic metals 
in Belgium, where the exponential coefficient is negative, and 
petroleum products in Norway, where it is positive. 


TABLE 4.2.7 


Linear time trends in the branch shares of total manufacturing employment, 1968-1978: significant * regression coefficients 


Germany, Nether- United Swil- 

Branch Belgium Finland ° France Fed. Rep.of Italy lands Norway Sweden Kingdom Austria © zerland 
Foodsdrink yin) on cer = 0.073 0.053 -—0:07щ = 0.072 0.037 
Tobacco products... . —0.004 —0.004 —0.014 —0.012 —0.001 0.003 — 0.011 0.089 
Textiles Fetes pets pays Evans —0.315 —0.242 —0.245 —0.202 —0.384 —0.314 —0.147 —0.179 —0.179 —-0.267 — 0.154 
Clothing, footwear = 0.243. —0105 —0.218 40/227 —0.396 —0.263 —0.298 — 0.143 — 0.235 
Теа ak. поль ве: = 0:022 0.025 — 01049) 5 — 01026 —0.043 —0.035 —0.032 —0.005 —0.049 е 
Wood, furniture. .... 0.023 —0.200 —0.032 — 0.041 —0.024 0.089 —0.077 0.050 — 0.048 
Paper wheels. wos — 0.033 = 0087 — 0.158 0.045 1 0.003 
РАБО ВЫ РН, 0.046 0.022 01 0.014 | 0.062 0.051 
Chemicals, plastics 0.221 0.062 0.139 0.125 0.071 0.061 0.109 0.081 0.079 @ 
Petroleum products — 0.014 0.028 —0.012 — 0.003 0.029 —0.002 0.191 f 
Rubber products SG 0.048 —0.009 0.002) sa 0 052mm 0:030 
Non-metallic minerals . . —0.125 —0.034 —0.013 -—0.034 —0.068 —0.027 —0.135 —0.020 — 0.043 
Basic metals ,‚...... 0.158 0.116 —0.097 —0.057 0.109 0.072 —0.021 0.031 —0.082 1 
Metal products... . . 0081 “OATY 90114 0.047" бл 0.204 — 0.062 ра 
Non-electrical machinery . 0.100 0.224 0.078 0.168 0.329 0.083 
Electrical equipment... 0.185 0.197 0.132 0.149 0.196 0.096 0.169 0.176 0.234 0.256 9 
Transport equipment 0.079 0.208 0.209 0.095 0.133 0.149 0.209 0.068 0.194 
Manufacturing n.e.s. — 0.024 0.030 0.020 0.064 —0.047 —0.017 0.021 


а Significant at 1 and 5 per cent on the basis of а two-tailed f-test. 
5 1970-1978. 

© 1969-1978. 

4 Includes rubber products. 


е Included in “manufacturing n.e.s.” (also includes leather repairs. 
7 Plastics are included in “manufacturing п.е.з.”. 
у Transport includes repairs. 
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TABLE 4.2.8 


Linear time trends in the branch shares of total manufacturing output at constant prices, 1968-1978: significant * regression coefficients 


Sr ee ee eee eee 


Branch Belgium Finland © France 2 Foon oy Italy р . Norway Sweden РЕ Austria © 
Rood drinks 5... .. — 0.202 0.225 —0.185 0.067 
Tobacco products. ..... —0.013 -O011 -0.119 -0.012 -0.010 —0.012 0.006 — 0.019 
Пен. се... — 0.313 —0.259 —0.155 —0.097 -0.218 —-0.101 —-0.064 -0.108 -0.206 
Clothing, footwear ..... — 0.221 —0.077 —0.149 -0.101 -0.213 -0.220 — 0.171 0.022 —0.075 
есь. о... — 0.031 —-0.016 — 0.022 —0.036 —0.012 —-0,017 —-0.010 -0.067 
Wood, furniture. ...... 0.046 —0.308 0.086 —0.082 0.191 
РАО ее... —0.026 —0.454 —0.031 -0.059 — 0.048 —0.164 — 0.045 
Printing. о Мм: с -0.165 0.066 —-0.058 —0.036 -0.050 0.173 -0.094 0.021 } 0.045 
Chemicals, plastics ..... 0.464 0.091 0.305 0.272 0.488 0.186 0.342 0.2784 
Petroleum products ..... — 0.029 — 0.019 —0.036 0.114 — 0.048 
Rubber products ...... 0.023 —0.032 -0.032 -0.028 -0.027 -0.013 -0.015 -—0.032 
Non-metallic minerals .... — 0.051 —-0.082 -0.029 -—0.133 
Вазс metals ........ — 0.397 0.237 —0.275 0.263 —0.138 —-0.212 -0.153 
Metal products ....... 0.069 —0.476 —-0.025 -—0.112 0.073 —-0.055 — 0.064 0.094 
Non-electrical machinery . .. 0.226 0.359 0.505 0.227 0.095 
Electrical equipment. ... . 0.283 0.528 0.364 0.159 0.160 0.276 0.182 0.237 
Transport equipment ... . 0.203 0.151 — 0.135 —0.116 0.137 —0.216 
Manufacturing п.е.5. .... 0.034 —0.017 0.022 —0.016 0.061 0.118 ——0.028 0.015 

® Significant at 1 and $ per cent on the basis of a two-tailed !-test. с 1969-1978. 
> 1970-1978. а Includes rubber products. 
TABLE 4.2.9 


Linear time trends in the branch shares of total manufacturing output at current prices, 1968-1978: significant * regression coefficients 


eS 


Germany, Nether- United 

Branch Belgium Finland © France® Fed. Rep. of Ttaly lands Norway Sweden Kingdom Austria ¢ 
Peay deters Niorehatt silt ot onion sad rier сои eee 
Food, drink ........ 0.252 —0.142 —0.199 0.159 \ -0.385 
Tobacco products. ..... —0.022 —0.120 — 0.031 0.026 : 
ЧО n= ac etal Аль gin as —0.340 —0.134 —-0.223 —-0.224 —-0.277 -0.269 -0.192  -0.136 —0,129 
Clothing, footwear ..... — 0.096 — 0.049 —0.151 0.153 —0.184 —0.268 —0.179 — 0.483 
eather os а И. —0.032 —0.014 — 0.017 —0.031 —-0.020 —-0.023 —0.006 
Wood, furniture. ...... 0.065 0.050 —0.063 
Papereer ees she Ma ee — 0.040 — 0.049 —0.057 —0.193 \ 
Printing SA ee М6 0.220 — 0.061 0.167 | — 0.053 ы 
Chemicals, plastics ..... 0.465 — 0.095 0.062 0.079 0.164 
Petroleum products ..... — 0.047 — 0.036 0.079 0.125 
Rubber products ...... — 0.021 —0.061 —-0.040 
Non-metallic minerals .... -—0.090 —0.072 — 0.130 0.048 —0.098 
Basic metals ........ 9 hus a asd а — 0.232 
Metal products ....... ь —0. | р 
бк machinery. . . 0.117 0.235 0.213 0.452 
Electrical equipment. ... . 0.196 0.054 0.179 0.134 0.162 0.860 
Transport equipment ... . 0.378 0.259 0.144 0.309 0.505 
Manufacturing n.e.s. 0.054 0.040 0.123 —-0.034 -0.016 J 
a ЫЫ— 


в Significant at 1 and 5 per cent on the basis of a two-tailed #-test. с 1969-1978. 
> 1970-1978 4 Includes rubber products, 
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TABLE 4.2.10 
The degree of structural change 1968 to 1978—a comparison of alternative estimates 7 


ee ee 


Output at Output at 

Employment constant prices current prices 

A B A B A B 
НЕ ea о ee ck alesse oes 6.6 5.6 6.9 6.1 is 10.9 
Belgium се Bernice 8.4 ARG 13.1 12.4 9.3 6.4 
Finland eet Ce ot 6.3 5.6 8.6 8.0 9.0 2.3 
France 2c Mae ns So ets 7.6 6.5 13.4 125) 8.3 5.4 
Germany, Federal Republic of . . 6.5 6.1 8.7 7.6 8.0 6.8 
а 7.0 6.3 4.9 4.5 И 7.9 
Мефесто ь 7.8 8.1 8.4 8.3 i 6.6 
Norway st ee ee 7.6 8.0 9.2 9.4 11.9 8.3 
Sweden*.n.. Gas es: Serer 8.1 8.0 es 6.8 7.6 7.4 
United Kingdoms о о 5. вов 2.9 3.0 6.4 6.5 3.0 2.4 


а Estimate А is the sum of percentage point changes of the same sign in branch shares between 1968 and 1978; 
Estimate B is half the absolute sum of all the significant regression coefficients in tables 4.2.7-4.2.9 multiplied by 10. 


reflects the large number of branches for which there 
was no significant time trend in their shares of total 
manufacturing output. In Finland, where the difference 
between the two measures is largest, only 5 out of 18 sec- 
tors displayed a significant time trend over the period; 
for real output, on the other hand, there were significant 
trends in 11 branches. This, and the size of the difference 
between the two measures, suggests that changes in 
relative price have not in many cases showed significant 
trends but, nevertheless, have tended to fluctuate sharply. 


The extent to which the pattern of structural change 
has been similar throughout western Europe is indicated 
in table 4.2.11 which distributes the nine countries accord- 
ing to the direction of the trend in branch shares (Austria 
and Switzerland are excluded from the table because the 
branch definitions differ from those in the other coun- 
tries). There is clearly some agreement at the two extremes 
of the relative growth spectrum. In nearly all countries 
the relative importance of chemicals and machinery has 
been on a rising trend throughout the period 1968-1978: 
this statement is slightly qualified in the case of non- 
electrical machinery for which the share was stable in 
four countries, but these are the three sectors where there 
was no relative decline in any of the nine countries either 
in terms of real output or of employment. At the other 
end of the scale the decline of textiles, clothing, footwear, 
leather, paper and rubber products is also general although 
in terms of employment the fall has been somewhat 
attenuated in the case of the last two branches. These are 
the two groups of industries where the changing pattern 
of western Europe’s comparative advantage are perhaps 
most obvious: rising in the more advanced, capital- 
intensive industries such as chemicals and machinery, 
falling in the traditional labour-intensive sectors such as 
textiles and clothing. In between these two groups the 
trends in branch shares are rather more varied among 
countries and there also tends to be a greater contrast 
between the trends for real output and for employment. 
The shares of food and drink, petroleum products and 
non-metallic minerals in total manufacturing output (at 
constant prices) have tended to remain fairly stable (zero 
trends in five countries), but those of transport equipment 
and basic metals are more evenly divided between rising, 
falling and stable relative shares, The diversity among 


countries in respect of these latter branches is partly due 
to different trends in the components of what are in fact 
fairly heterogeneous branches (transport equipment 
includes shipbuilding and aircraft as well as motor cars); 
but it also reflects the varying response of west European 
countries to the increased competitiveness of outside 
suppliers of these products. These are the manufacturing 
branches which contain a number of activities in which 
western Europe’s comparative advantage has been de- 
clining over a number of years (shipbuilding, various 
internationally standardized grades of steel, etc.). In 
this context it is relevant to note the falls in productivity 
(implied by the contrasting trends for real output and for 
employment shares) in transport, basic metals and metal 
products and the increases in their relative (value added) 
prices: at current prices the share of transport equipment 
in total output rose in five countries and feil in none; at 
constant prices it rose in three and fell in three. 


One significant feature of the coefficients presented in 
tables 4.2.7-4.2.9 is the extent to which the over-all 
degree of structural change is dominated by just a few 
branches. In each country there are, first of all, a handful 
of branches with non-significant trends which, therefore, 
contribute nothing to the index of structural change—for 
output at constant prices these number between two 
(Norway) and seven branches (Finland, Italy and the 
United Kingdom), and for employment between three 
and eight. Secondly, many of the significant coefficients 
are relatively small so that most of the change in structure 
is due, on average, to about one-third of all the branches. 
The composition of this group varies somewhat between 
countries, but for employment it consists mainly of 
textiles, clothing and footwear, chemicals, non-electrical 
machinery, electrical equipment, and transport equip- 
ment: for most countries these branches account for 
some two-thirds or more of the change in the structure 
of manufacturing employment between 1968 and 1978 
(somewhat less in Finland, Sweden and the United 
Kingdom, but still more than half). For output at cons- 
tant prices the over-all degree of structural change is 
again dominated by six or seven branches, although 
these are not always the same as those dominating the 
change in employment—for output basic metals make 
a relatively large contribution in six of the nine countries, 
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TABLE 4,2.11 


Rising, stable and falling branch shares of total manufacturing in nine countries, 1968-1978 @ 


sh а te 


Output at constant prices 


Employment Output at current prices 


Branch Rising Stable Falling 


Rising Stable Falling Rising Stable Falling 


Chemicals qmcensacetset ite orm ceneie: 
Electrical machinery ..... . 
Non-electrical machinery . . . . 


ля 
ANN 
ooo 


Manufacturing nes... ... . 
Transport equipment 
Wood and furniture 
Foodandidrink £4 2 J 2°. 
Petroleum products 
Non-metallic minerals 
Basic metals 


NORFNWwW A 


Wann RW PP 
hRWNN WwW 


Metal products ........ 
Tobacco products ....... 
Printing and publishing. . . . . 
Rubber products 
Paper 
о ee) cel bs re 
Clothing and footwear 
Textiles 


OoOroorNKeN 
mie PN RS RH DY 
OAINAYAYADNAUN 


Tete) ey isan jo» © 


лос 
> = = 
ooo 
Nw 
или 


RBWNNOCOCN oor 


UONN &’ WOW 
э-=-ььоль 
OCOUDUNXILDP LS 


ONF BR RPUWNHD fs} Sy (BEY ES FS SS 
OornonphR OU hohwndw 
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eooorr RR 
е-ес| вь-ьъ 
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Source : Tables 4.2.5-4.2.7, 


3 < The nine countries (Austria and Switzerland excluded) are grouped according to the sign of the regression coefficients in the linear trend equations: a stable share 
is one where the regression coefficient is not significantly different from zero at 5 per cent, 


while wood and furniture and paper are important in 
Finland and Norway. In the case of output at current 
prices the individual branch contributions to the change 
in structure is even more concentrated than for employ- 
ment and real output. 


The regression coefficients indicate the underlying rates 
and patterns of structural change over the decade from 
1968. However, a question of major interest is whether 
there has been any significant modification to these trends 
in the aftermath of the first oil price “explosion” of 1973- 
1974 and the subsequent recession of 1974-1975. It is 
widely assumed that these events have led to important 
changes in the structure of the western market economies: 
inter alia, it is taken for granted that there must be an 
inevitable slowing-down in the relative growth of energy- 
intensive manufacturing activities. However, it is not 
easy to test such assertions empirically: the period elapsed 
since 1973 is still relatively short, and for the purposes 
of statistical testing is even shorter due to the two- or 
three-year lag with which detailed industrial statistics be- 
come available. This restriction on the available degrees of 
freedom is an important qualification to any statement 
concerning the degree of change in the structure of manu- 
facturing output.and employment since 1973. The 
approach adopted here is fairly simple and the conclu- 
sions must be regarded as tentative. 


In the previous section the analysis of year-to-year 
changes in similarity and consistency revealed that for 
most countries there was a large fluctuation in the relevant 
indices in 1974-1975: i.e. a sharp increase in dissimilarity 
was quickly reversed, the annual changes then reverting 
to their longer run trend (see chart 4.2.6). In terms of 
the analysis of time trends in the branch shares of total 


manufacturing output and employment, this suggests 
either larger than average deviations from the long-term 
trend in these years or a once-for-all shift in the trend 
line. To examine this possibility the linear trend equations 
were re-estimated with the inclusion of a dummy variable 
to distinguish the two periods 1968-1973 and 1974-1978: 
a significant coefficient on the dummy would then suggest 
that an upward or downward shift in the share of the 
branch concerned did occur after 1973 but that the annual 
rate of increase or decline continued more or less as before. 
Out of 177 linear equations (18 branches and 9 countries 
plus 15 branches for Austria) there were only 19 signifi- 
cant coefficients on the dummy variable for output at 
constant prices and 21 for employment (when the expo- 
nential time trends were estimated with the dummy 
variable a further two coefficients were significant for 
output and a further five for employment). 


These shifts in the trends of branch shares after 1973 
are not greatly concentrated either by country or manu- 
facturing branch. For output at constant prices Italy has 
the largest number of significant dummies (four), followed 
by Belgium, the Netherlands and Norway (three each): 
the remaining six have only one or two significant coeffi- 
cients. For employment, the Netherlands and Norway 
are again among those with the largest number of signi- 
ficant shifts in the trend of branch shares (seven and five 
respectively). But in contrast with output, the Federal 
Republic of Germany has five significant shifts for em- 
ployment while Italy has none. Again the remaining 
countries have only one or two significant shifts (except 
for Finland where there are none). 


For output at constant prices the largest branch con- 
centration of significant shifts in trend is in non-electrical 
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machinery (Belgium, Italy, the Netherlands and Norway), 
followed by metal products (Belgium, the Netherlands 
and the United Kingdom). In all seven cases the shift 
is positive (upward) while the coefficients on time are 
negative or non-significant. This, and the nature of the 
branches which contain a high proportion of capital 
goods, suggest that these significant upward shifts in 
branch shares may, at least to some extent, be a reflection 
of the lag with which the capital goods sector follows the 
trend of total output rather than evidence of a funda- 
mental shift in the structure of manufacturing output. 
The remaining, significant dummies are scattered about 
with no very obvious branch or country pattern. It is 
perhaps what has not happened that is significant here: 
there is no widespread downward shift after 1973 in the 
decline of traditional labour-intensive industries. There 
is a significant and negative dummy for textiles in the 
United Kingdom, and for clothing and footwear in 
Norway, but these are the exceptions. And there has not 
been a significant shift in the trend of the shares of the 
most energy-intensive branches such as chemicals, petro- 
leum products, basic metals, non-metallic minerals, and 
paper. The dummy is significant and negative for che- 
micals only in Austria, negative for petroleum products 
only in Austria and Italy, and for non-metallic minerals 
is positive in the Federal Republic of Germany and 
negative in Italy. Such a distribution of the coefficients 
points to specific country circumstances rather than any 
underlying factor as the explanation of these particular 
shifts in branch trends. 


The branch distribution of the significant dummy 
coefficients for employment is even less concentrated 
than that for constant price output. Only two branches 
have as many as three countries with significant coeffi- 
cients: they are non-metallic minerals (negative for the 
Netherlands and the United Kingdom, positive for 
France) and basic metals (positive in France, the Federal 
Republic of Germany, and the Netherlands). As in the 
case of output, there is no evidence of a general down- 
ward shift in the trend of relative employment growth 
in the traditional labour-intensive sectors or in the most 
energy-intensive ones. 


For output at current prices there are 17 significant 
coefficients on the dummy variable out of 162 equations 
(18 branches and 9 countries; Austria is ignored here as 
the number of branches available in current prices is only 
nine). As was the case for employment and constant 
price output, the number of significant coefficients in any 
one country is small (a maximum of three, in Belgium, 
France, the Federal Republic of Germany and the Nether- 
lands; none in Italy and Sweden), and the largest concen- 
tration in any one branch is in non-metallic minerals 
(France, the Federal Republic of Germany and the 
Netherlands—all negative). 


These shifts in the trends of branch shares in total 
output and employment after 1973 neither reinforce nor 
contradict the underlying pattern of structural change 
over the whole period 1968-1978; the main exception to 
this is non-electrical machinery where the coefficients 
on the dummy variable indicate an upward shift in its 
share of real output. The significant shifts do not fall 
into any clear branch pattern and in all countries the 
number of branches affected is quite small. Insofar as 
there has been some shift in the pace of structural change 
after 1973 it is even more concentrated in a few branches 
than the change for the whole period. 


The contribution of shifts in the trend of individual 
branch shares after 1973 to the total index of structural 
change is generally quite small: 


Contribution of significant dummy coefficients to index 
of structural change 1968-1978 


(Percentages) 

в ЕЕ Е 

Output at Output at 

constant current 

Employment prices prices 

Belgiumign, 203 cae ее 10.3 1.7: 20.5 
Finland pve: сю. — 0.8 3.8 
Етайсе с « Bice ee оо oie 6.9 0.5 11.7 
Germany, Federal Republic of 7.6 2.9 18.2 
Мау сы М. —- 16.3 -— 
Netherlands’ = @ 2 Е 9.7 10.2 11.1 
Norway. oe ae 14.5 8.4 1122 
Swedenius =. бо. Rete ys 9.1 6.5 — 
United Kingdom ...... 4.7 5.5 20.6 


On average the contribution to the index of structural 
change for employment and real output is about 7 per 
cent, and nearer 11 per cent for output at current prices. 
For the latter, however, inter-country differences are 
much larger and for Belgium, the Federal Republic of 
Germany and the United Kingdom the contribution is 
around one fifth. Nevertheless, these data do not reveal 
any major shift in the pace of structural change after 
1973 and even where there has been some it is difficult to 
rule out the presence of cyclical effects (as in the case of 
capital goods, noted above).1®! The conclusion is thus 
that changes in the structure of manufacturing output 
and employment that have occurred since 1973 are essen- 
tially the continuation of underlying trends that were 
already established before the oil price explosion and the 
recession of 1974-1975. 


(ii) Absolute changes in employment 


It has been shown that changes in the structure of em- 
ployment have tended to be smaller than those for output. 
However, the employment changes have also shown 
much less tendency to reverse themselves so that in 
absolute terms some of the changes in branch employ- 
ment have been considerable. These are shown for nine 
countries taken together in table 4.2.12; changes are 
fairly sensitive to the choice of end-years, so a selection 
of periods before and after 1973 is given. 


| ie Another approach to the question of whether there was a 
significant shift in the rate of structural change after 1973 is to fit 
the following equation to the time series of individual branch shares: 


$; =a; + byt =F b,D Se bs (t.D) 


where 5S; is the share of branch i in total employment or output, 
t is time (1968 ... 1978) and D is the dummy variable (р = 0 for 
1968-1973 and D = 1 for 1973-1978). The first and second coef- 
ficients are interpreted as discussed previously while the third is 
used to indicate whether or not there was a significant change in 
the growth rate of S;. However, where 6, and 6, were significant 
this was invariably the result of the large fluctuation in shares in 
1974-1975: the significant b,’s thus appear to reflect a return to the 
longer term trend line of 5; rather than a shift in that trend. However 
the period after 1973 is still too short for drawing anything more 
than tentative conclusions in: this respect. 
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TABLE 4.2.12 


Employment changes in total manufacturing industry, by branch, 1968 to 1978 
(The nine countries together) 


И ane meta ashame) 


Total employment 


Absolute change (thousands) Percentage change 


Branch 1968 1978 1968-1970 1970-1973 1973-1978 1968-1978 1970-1978 1968-1978 1970-1978 

A К saab Po oo. Sees, en oot, 3 281 3 103 —6 38 — 134 — 178 = 172 —5.4 ahs) 
оо о РЕ 138 108 —4 У! ==) Io) —30 —26 — 22.0 — 19.5 
OS SEC: се . 2 642 1 906 (2 es | — 403 — 736 Ips =H) PALS 
Clothing and footwear. ........ 2 542 2 070 == —71 — 390 — 473 — 461 — 18.6 = i 
Рае is Sewer и ee et 290 219 =(5 —28 — 65 —71 о 24.4 —22.9 
NVOOC Brac, Seer eer ptt Say ot A 1 903 1 839 3] +20 —115 — 64 —95 =) —4.9 
Рарег 2 Е - Pe ee 874 807 + 58 = 95 —107 105} 7-9 / = 85 
Printing Rae ee. ee 1 228 1213 +42 7 —50 SiS iT, 29 ATS) 
Ghemicalse yeaa i. м. 2 379 2 556 +193 +59 =) +177 —16 +7.4 —0.6 
Petroleum and coal products. ..... 170 146 — +6 —29 =F) 138 =: 
Rubber . 2 - чб ее: 481 488 +25 +9 28 +6 —19 ap le) if) 
Non-metallic minerals gow. о 1 593 1 448 +36 31 — 150 — 145 — 181 ол Е: 
Ваза а Gh cus. a2 2 323 2 093 +84 —100 —214 —230 —314 —9.9 — 13.0 
Е Бои О Бы sao: Sea. 2 738 2 873 +195 +26 = 915 — 60 +4.9 21 
Non-electrical machinery. ....... 3 568 3 601 ОЕ 02 — 136 +33 — 214 +0.9 = shi/ 
Electrical machinery АИ Al 2 2 672 2 967 +361 +134 —200 +295 —66 +11.0 —2.2 
mransport.equipment + 1. (oe: 125.0. 2972 3 359 +302 +4113 —29 +386 +84 +13.0 +2.6 
Иа а Со kc fe bo. ces 434 453 25 +6 = ji +19 =5 +4.4 — 1.2 
Тотдг 32229 31248 +1562 —346 —2 198 —981 —2 543 —3.0 1-5 


Total manufacturing employment fell between 1970 
and 1978 by just over 2.5 million (or 7.5 per cent), but by 
one million (or 3 per cent) between 1968 and 1978. The 
difference between these two figures reflects the sharp 
rise in employment between 1968 and 1970. Following 
the recession of 1974-1975, employment in 1978 was 
below the 1973 level in all branches, whereas between 
1970 and 1973 the declines were centred on textiles, 
clothing and footwear, and basic metals. 


Over the whole period 1970-1978 the only branch 
where employment increased is “transport equipment”, 
and even there the rise is quite small: 84,000 (2.6 per 
cent). Compared with 1968, however, employment in 
1978 was higher in seven branches (a total increase of 
1.05 million) but this was more than offset by falls total- 
ling 2.03 million in the remaining eleven. 


The decline in employment between 1970 and 1978 is 
highly concentrated in just a few branches: textiles, 
clothing and footwear alone account for 48 per cent of 
the gross decline in employment, while basic metals 
provide a further 12 per cent, non-electrical machinery 
8 per cent, and food and non-metallic metals another 
7 per cent each; that is, 80 per cent of the gross fall is in 
six branches. The falls in employment in textiles and 
clothing have dominated the declines in other branches 
throughout the 1970s, but their proportionate contribu- 
tion to the total gross decline has fallen as the effects of 
the recession and slower growth spread to other manu- 
facturing branches: these two branches account for 60 per 
cent of the gross fall in employment in 1968-1970, 55 per 
cent in 1970-1973 and 36 per cent in 1973-1978. 


The decline of employment in textiles and clothing in 
relation to the net change in manufacturing employment 
is shown for individual countries in table 4.2.13 (note 


that Austria and Switzerland are given in this table but 
are not included in table 4.2.12). Between 1968 and 1970 
the decline in textiles, clothing and footwear employment 
was easily offset by expanding employment in other 
manufacturing branches (as had been the case throughout 
the 1960s) but this situation had already begun to change 
in some countries before 1973: in the Federal Republic 
of Germany, Sweden, Switzerland and the United King- 
dom the fall in total employment was larger than for 
textiles, clothing and footwear alone. For 1973-1978 
this was the rule, the main exceptions being Italy and 
Norway and, to a much lesser extent, Sweden. Thus for 
the period 1970-1978 as a whole, and with the exceptions 
of Austria, Finland, Italy and Norway, the fall in em- 
ployment in textiles, clothing and footwear accounts for 
a major proportion of the total net decline in manufac- 
turing employment: 36 to 52 per cent in the United 
Kingdom, Sweden, the Federal Republic of Germany 
and Belgium; and 100 per cent or more in France, the 
Netherlands and Sweden. This contribution is somewhat 
disproportionate in relation to the share of textiles, 
clothing and footwear in total employment, which in 1970 
averaged just under 15 per cent (cf. table 4.A.3). 


(iii) Changes in the relative specialization of 
individual countries 


Although there has been a broad similarity in the 
patterns of structural change among the individual west 
European countries, there has nevertheless been plenty 
of scope for differences in the pattern of development. 
Appendix tables 4.4.4 and 4.A.5 show the ratios of the 
share of each branch in total national manufacturing 
output and employment to the unweighted average 


208 Changes in the structure of west European manufacturing industry in the 1970s 
TABLE 4.2.13 
Changes in total manufacturing employment and in textiles, clothing and footwear, by country, 1968-1978 
(Thousand persons) 
Е ль ee т ры" Пе р а Е И ны = 
Total 
employment Absolute change 
Country 1968 1978 1968-1970 1970-1973 1973-1978 1968-1978 1970-1978 

A. Textiles, clothing and footwear 
Аа 2s eee eee ns 1564 131 +66 +1 = 25 —31 
Belsitimi Rs. igs AON | ice ee 217 135 =) —8 —70 — 80 70 
Finland о о № 68 65 — — = => =-12 
Frances хе да ЕЖЕ 890 656 == ifs = —209 — 234 SANG 
Germany, Federal Republic of . 1 198 767 — 14 Sty —265 — 431 —417 
а ка 1435 1955 +41 — 85 55 — 80 —120 
мМешег аа, о оо 168 71 = 15 —36 —46 = 97 — 82 
ИИ МУК ae 37 24 -— —6 =5 Si sift 
Sweden nese heater tt Vim © cae 102 50 =i —20 22 ye —42 
Switzerland: (rare ee er ree 159 98 —9 =f) — 34 — 62 =) 
Я Я по обаов 1071 850 cell —79 = 10 —221 —209 

Тотаг, 5501 4 202 = —411 —860, = 1299 1271 

В. Total manufacturing employment 
Austriants i ok tee teats 911 967 +29 + 64 — 36 Foy, +28 
Веста ле Mews iach fac 1 090 969 +49 +6 —=A75 — 121 —169 
о 463 526 +38 +48 22 + 63 +26 
асе cans aceon ие 5 700 5 774 227 +318 —471 =P ie —153 
Germany, Federal Republic of . 9 488 8 868 + 629 —216. 1033 —620 —1 249 
а о ен 5 088 5575 +355 +28 +104 +487 +132 
ТОНЕ с р оовев обв 1205 988 в) — 84 — 146 Sy — 230 
INOQ Way Се са chs pene, 369 384 НЙ! +5 = НЕЕ +4 
Sweden Е ре К. 1 002 962 +34 32 —42 —41 —74 
Switzerlandsiy) sac Meet nedee 1 146 964 ig, = 815 — 164 roe — 200 
United Kingdoms. бы но 7 826 7 206 +207 —417 —411 — 621 —828 


а 1969. 5 1969-1970. с Мап-уеагз. 


branch shares for nine countries. Following the Secre- 
tariat’s previous study 1% these ratios are divided into 
three groups: a country is said to be specialized in a given 
branch if the ratio is 125 or more; if the branch ratio is 
below 75 it is said to be “under-represented” in the 
national structure. These ratios indicate the extent to 
which the different west European countries are more or 


Country Specialization $ 


а Including repairs, 


less specialized in certain branches: they do not necessa- 
rily indicate degrees of international competitiveness, 
for which a much larger sample of countries would be 
required. 

A summary of the branches in which the nine countries 
were specialized (in respect of output) in 1978 183 is given 
in the following table: 


Under-representation 5 


Belgium Tobacco, textiles, non-metallic min- Leather, paper, printing, petroleum, 
erals, basic metals, manufacturing ^ rubber 
п.е.5. 
Finland Clothing, wood, paper, printing, pet- Tobacco, chemicals, rubber, metal 
roleum products, transport equipment, 
manufacturing n.e.s. 
France Petroleum, rubber, non-electrical ma- Tobacco, wood, paper, printing 


chinery, manufacturing n.e.s. 


Germany, Fed. Rep. of 


Electrical machinery, transport equip- 


Food, tobacco, wood, paper, printing, 


ment petroleum, manufacturing n.e.s. 

Italy Textiles, clothing, leather, rubber, non- Tobacco, paper, printing, non-elec- 
metallic minerals, manufacturing trical machinery 
n.e.s. 

Netherlands Food, tobacco, printing, chemicals, Textiles, clothing, leather, wood, paper, 
petroleum, electrical machinery, rubber, basic metals, non-electrical 


manufacturing n.e.s. 


я Economic Commission for Europe, Structure and Change, 
p. 37, 


machinery, transport 


193 The grouping of branches would not be very different if 
based on the 1970 ratios. 
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Country 


Norway 


Sweden Wood, paper, printing 


United Kingdom 


Specialization ° 


Wood, printing, petroleum, basic metals 


Printing, rubber, metal products 


Under-representation ® 


Tobacco, textiles, clothing, leather, 
chemicals, rubber, non-electrical ma- 
chinery, electrical machinery, manu- 
facturing n.e.s. 


Food, tobacco, textiles, clothing, 
leather, chemicals, petroleum, manu- 
facturing n.e.s. 


Wood, paper, petroleum, basic metals 


Source: Table 4.4.4. The allocation of tobacco products is based on the relative employment shares in table 4.A.5. 


2 Specialization coefficient in 1978 of 125 or more. 
> Specialization coefficient in 1978 of 75 or less. 


(“Tobacco products” have been classified on the basis of the em i i i i 
¢ с ployment ratios since there is some doubt, because of the different 
treatment of taxes, as to the international comparability of the value-added figures for this branch.) 


ef comparison of the relative specializations among the 
nine countries shows that the three Nordic countries still 
have an above-average share in output for wood and 
furniture, paper (particularly high in Finland) and prin- 
ting. However, while the specialization in wood and 
furniture has fallen steadily in Finland from 1970 to 1978, 
there has been an equally steady increase in Norway. In 
Norway a relatively low specialization in paper disap- 
peared (indeed 1970 was the only year when the special- 
ization coefficient was just above 125), but in Sweden 
the reverse movement can be observed: the specialization 
coefficient for paper rose markedly from 158 to 180. 
This basic pattern is supplemented by an increasing 
specialization in clothing (Finland), petroleum and coal 
products (Finland, Norway), and basic metals (Norway). 


Belgium and Italy are the only countries where all the 
branch specializations are in relatively low-skilled, 
labour-intensive industries. But while the Belgian special- 
ization in textiles has tended to decrease somewhat, in 
Italy the coefficients for textiles, clothing and leather, 
though already the highest among all countries in 1970, 
have been increasing still further.1™ 


The Netherlands show the highest specialization co- 
efficients among all countries for the food and chemicals 
industries; indeed, for the latter branch this is the only 
country where the specialization coefficient is above 125. 
The other Dutch specializations are printing, petroleum 
and coal products, electrical machinery and, with a cons- 
picuous rise since 1970, in “other”, a heterogeneous 
branch including activities such as the manufacture of 
jewellery, musical instruments, sporting and athletic 
goods, as well as all activities not classified elsewhere. 


Sweden, Norway and the Netherlands are the only 
countries where the shares of textiles and clothing are 
below 75 per cent of the nine-country average. The share 
of textiles in national output in these three countries is 
between 2.5 and 2.7 per cent (compared with an average 
of over 4 per cent) while clothing is between 1.3 and 1.7 per 
cent (the nine-country average being 3 per cent). Except 


194 This reinforcement of specialization in such traditional, 
labour-intensive sectors is also refleeted in the structure of Italian 
exports which, in the 1970s and in contrast te the 1950s and 1960s. 
has tended to diverge from the pattern of structural change in other 
OECD countries. See F. Onida, “Italy’s exports and industrial 
structure in the 1970s”, Review of Economic Conditions in Italy, 
Banco di Roma, 1980, No. 1. 


for textiles in Sweden, the relative contraction of output 
in these branches has also been faster than in the rest of 
western Europe. 


In the Federal Republic of Germany the specialization 
coefficient for electrical machinery was relatively high 
over the whole period, but for transport equipment the 
specialization ratio was around 115 until 1977. The 
relative specialization in non-electrical machinery dis- 
appeared as from 1974, when the coefficient fell well . 
below 125. 


The most striking feature for France is the sharp rise 
in the specialization coefficients for non-electrical machi- 
nery (from 119 to 142) and electrical machinery (from 81 
to 112). The share of clothing and leather in real output, 
on the other hand, has fallen more slowly than the 
average for the nine countries, implying an increasing 
specialization coefficient for these two branches. 


The United Kingdom maintained its specialization in 
metal products and rubber, and gained an additional one 
in printing. The specialization in transport equipment, 
shown for 1970, was lost as from 1975, when the coeffi- 
cient fell from 127 to 116. There has also been a remark- 
able rise in the specialization ratio for “clothing and 
footwear”: the United Kingdom is the only one among 
the nine countries where the share of this branch in total 
output rose between 1970 and 1978 (although only from 
3.1 to 3.4 per cent). 


(iv) Convergence and divergence 
of specialization patterns 


It is clear from table 4.A.4 that the values of the special- 
ization coefficients differ, sometimes markedly, between 
the countries. For example, for paper the coefficients 
range from (in 1970) 303 in Finland to 42 in the Federal 
Republic of Germany. These differences between the 
specialization coefficients are, of course, due to many 
factors including varying relative endowments of natural 
and human resources. However, the changes in the 
coefficients over time raise the question of whether or 
not there has been a convergence of national patterns of 
specialization in the 1970s. The following table shows 
the extent of inter-country differences in the specializ- 
ation coefficients for the 18 branches, ranked according 
to the coefficient of variation in 1970: 
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Relative dispersion of output specialization in nine countrics 


(Coefficients of variation) “ 


Branch 


Paper .. сета 
Tobacco products ...... 
Wood and furniture. .... 
‘Other manufacturing. ... . 
Leather goods. ....... 
Rubber products ...... 
РИВНЕ пав. са 
О о с 
Clothing and footwear... . 
Petroleum and coal products 

Electrical machinery ..... 
Basic metals’ ее 


Non-electrical machinery . . . 
Transport equipment. ... . 
Non-metallic mineral products . 
Metal products ....... 
Food) ое 


1970 


51.2 
44.5 
29.9 
32:2 
30.7 
27.2 
25.1 
21.2 
21.0 
20.4 


в Standard deviation of specialization coefficients as percentage of nine-country 


mean (= 100) 


In both periods the largest dispersion of coefficients was 
for paper, a branch in which the Nordic countries have 
particularly high coefficients; the least degree of inter- 
country variation is, not surprisingly, for food, followed 
closely by metal products and non-metallic minerals. 


If the coefficients for 1970 and 1978 are compared it 
will be seen that the only significant declines have taken 
place in paper, tobacco, and electrical machinery. In 
contrast, inter-country differences have increased for 
leather products, textiles, and clothing, a reflection of 
the differing rates of decline of those industries. But 
for most of the remaining branches the dispersion of 
specialization coefficients has tended to increase only 
тагршаПу.195 Thus there has been no tendency for the 
branch patterns of output in the nine countries to con- 
verge in the 1970s. 


125 The rank order of branches according to coefficients of 
variation in the two years is very stable: the Spearman rank cor- 
relation coefficient between the two is 0.92. 


3. OUTPUT AND FOREIGN TRADE 


In this section there is a discussion of trends in the 
relative developments of trade and output in each manu- 
facturing branch in the 1970s. This analysis of trends in 
export performance and import penetration is preceded 
by a brief review of changes in the branch structure of 
foreign trade over the last decade or so. 


The trade data, originally classified according the 
SITC, have been regrouped into the same 18 manufac- 
turing branches (defined according to the ISIC) used in 
the previous section, thus establishing a direct link 
between the trade and output data. Since export and 
import price indices are available only for the Federal 
Republic of Germany and Sweden at the level of disag- 
gregation required, the analysis is necessarily conducted 
in terms of current values only. This is somewhat unfor- 
tunate and a reminder is in order that the trends described 
below may perhaps be different from those (non- 
observable) based on data in real terms. 


(i) Branch patterns of trade: an over-all 
west European view 


The value of total manufacturing exports of the west 
European countries combined 198 increased at an annual 
rate of 19 per cent between 1970 and 1978. However, the 
expansion of trade over these years can be separated into 
two quite distinct periods: from 1970 to 1973 total exports 
rose at an annual rate of 23 per cent, and at the markedly 
lower rate of 16.4 per cent between 1973 and 1978. This 
deceleration occurred also for trade measured in volume 
terms. For the member countries of the European com- 
munity and of EFTA together it is estimated 197 that 
exports of manufactured goods rose at an annual rate 
of 4.7 per cent from 1973 to 1978 against 10.2 per cent 
for 1970 to 1973. 


Over the whole period the highest branch growth rate 
of exports (in value terms) was for petroleum and coal 
products, mainly because of rapidly increasing prices. 
There were six branches where export growth was below 
the average rate for total manufacturing: textiles (but 
not clothing), leather, paper, printing, basic metals and 
non-electrical machinery. However, the branch growth 
hierarchy changed considerably between 1970-1973 and 
1973-1978. Branches, which on average had the highest 
growth rates in the first period (wood, tobacco, food- 
stuffs) fell back relatively, while branches such as elec- 
trical machinery, metal products, printing and manu- 
facturing n.e.s. moved up the scale.’ 


196 The standard nine countries of the previous section plus 
Switzerland. (Austria had to be excluded for technical reasons.) 

197 United Nations, Monthly Bulletin of Statistics, New York, 
December 1980 and December 1977. 

198 The Spearman rank correlation coefficient between the 
rankings of branch growth rates in the two periods is only 0.11. 


The branch growth rates of manufacturing imports in 
the ten countries combined in general followed closely 
those of exports, a reflection not only of the high degree 
of intra-regional trade but also of the growth of intra- 
industry trade.!®° A comparison of the branch export and 
import growth rates for 1970-1978, however, reveals some 
interesting differences, particularly for clothing, foodstuffs 
and basic metals. Whereas imports of clothing rose much 
faster than exports, the reverse holds for foodstuffs and 
basic metals. These diverging rates partly reflect specific 
country developments, as for foodstuffs, where exports 
rose much faster than imports in the Federal Republic 
of Germany and the United Kingdom; or they indicate 
the shifting importance of trade with countries outside 
the region covered here, as is the case for clothing, a 
branch where the so-called newly industrializing coun- 
tries have been able to make large inroads into the 
European market during the 1970s. A further specific 
case is basic metals, where the relatively slow import 
growth rate probably reflects not only a slackening of 
domestic demand, but also the effect of protectionist 
measures. However, it is noticeable that in all these 
branches the differences between the growth rates of 
exports and imports have narrowed after 1973. 


(ii) Time trends in individual branch shares of 
total manufacturing exports and imports 


For the ten countries combined the changes in the 
branch composition of exports have been much lower 
than for imports. This can be seen from table 4.3.1 which 
lists the significant regression coefficients of the estimated 
linear time trend equations for the individual branch 
shares in total trade. 


The trends in branch shares have been estimated for 
two periods: the first, 1970-1978, covers the 1970s only, 
whereas the second, 1965-1978, extends over a somewhat 
longer time span thus allowing a clearer distinction be- 
tween trends and short-term cyclical swings in branch 
shares. These swings in branch shares, mainly observable 
for the years around 1974 and 1975 may sometimes lead 
for the shorter period (1970-1978) to a non-significant 
trend coefficient on time in contrast to the longer period.” 


Thus, for the 1970s there are only four branches for 
which the linear time trends indicate a significantly 
changing share in total exports as opposed to eight for 
1965-1978. For the 1970s the trend was clearly downward 


199 The Spearman rank correlation coefficient between branch 
export and import growth rates is 0.65 for 1970-1973; 0.83 for 
1973-1978; and 0.58 for 1970-1978. 

200 This can be seen for example, from table 4.3.1 for the branch 
share of paper in total exports. The equation indicates no significant 
change in the branch share over the period 1970-1978, but for the 
period 1965-1978 the coefficient on time is negative. 
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TABLE 4.3.1 


The ten countries combined: linear time trends in individual branch shares 
in total manufacturing exports and imports, 1970-1978 and 1965-1978: 
significant regression coefficients © 


eS 


1970-1978 1965-1978 

Exports Imports Exports Imports 
Food, drink™ 7.) oh. 2 — 0.216 0.099 — 0.248 
Тора eateries tes 0.001 0.001 
Textiles’as sy. (3) eek a. — 0.269 — 0.107 —0.109 — 0.182 
Clothing are, 2 cosas 0.156 0.047 0.167 
Теа ег аи тик. № 
МО аи ое 0.041 
рарег оао зелий — 0.149 — 0.080 
PRINS АА eats ме 
Chemicals, воле 0.198 0.177 
Petroleum products... . 0.165 0.309 0.282 
Rubbers sone et an 0.015 0.011 0.011 
Non-metallic minerals . . . 0.015 — 0.014 
Вачетеа и. anes — 0.566 — 0.530 
Metal products. ..... 0.063 0.074 
Non-electrical machinery — 0.252 
Electrical machinery 0.383 0.107 0.113 0.200 
Transport equipment 0.238 


Manufacturing ne.s.. . . . 


а Significant at 1 and 5 per cent on the basis of a two-tailed f-test. 


for textiles, while wood and furniture, petroleum pro- 
ducts, and electrical machinery were on a rising trend. 
These significant trends are preserved in only two cases 
(textiles and electrical machinery) when the equations 
are estimated for the whole period from 1965 to 1968. 
Wood and petroleum products no longer show a signifi- 
cantly changing share. This contrasts with the significant 
positive trends in this longer perspective for foodstuffs, 
tobacco, clothing, rubber and non-metallic minerals, 
though the changes are on average rather small for all 
branches. 


Changes have been much more pronounced in the 
branch pattern of imports, reflecting the shifting impor- 
tance of trade with countries outside the region covered 
here. There are altogether ten branches for which the 
estimated trend equations indicate significantly changing 
shares over the 1970s. Foodstuffs, textiles, non-electrical 
machinery and, notably basic metals were on a clear 
downward trend, while there were offsetting, rising 
shares for clothing and footwear, chemicals, petroleum 
products, and electrical machinery.?% 


As in the case of exports, the picture above differs 
somewhat if the regression analysis is extended to the 
annual data for the period 1965-1978. There is, notably, 


201 The trend coefficient on time is not significant for transport 
equipment, though its share can be seen to have increased by 
about 3 percentage points, if 1970 and 1978 are compared (see 
table 4.4.6), This reflects the large cyclical swings for the shares 
of this branch in 1973-1975: it dropped from 11.6 percent in 1973 
to 9.6 per cent in 1974, a fall which was reversed in 1975. There 
were also large deviations of the observed values from the hypo- 
thetical trend line in 1977 (13.5 per cent) and 1978 (13.7 per cent). 
However, it can be seen that the coefficient on time is positive and 
significant when the additional observations for 1965-1969 are taken 
into account. 


no longer a declining trend for non-electrical machinery, 
while for transport equipment there is a rising trend. The 
other changes are minor with rather small significant 
coefficients for tobacco (positive) and paper and non- 
metallic minerals (negative). A general feature of the 
changes in the structure of imports is that the movements 
of the branch share of unskilled, labour-intensive 
industries (textiles, clothing, leather) are either relatively 
small or tend to offset one another. The major changes 
in the west European structure are (at this aggregate 
level) due more to the advanced, capital-intensive—and 
skill—industries, where western Europe is generally con- 
sidered to possess relative comparative advantages. (This 
point is taken up further below.) 


The over-all degree of change in the structure of trade, 
as indicated by the size of the significant regression co- 
efficients, has been much greater for imports than for 
exports. If the same measure is adopted as in the previous 
section 202 then the index of structural change for the 1970s 
is 2.82 for exports against 9.95 for imports. For the period 
1965-1978 the corresponding values are 2.72 and 11.02. 
Thus, while the pace of structural change is somewhat 
higher for imports if this larger view is taken, it has 
slightly decelerated on the export side. 


Clearly, at this level of aggregation, branch movements 
in the individual countries may be offsetting one another. 
It is therefore interesting to examine to what extent the 
individual changes in the ten countries are similar and to 
what extent they diverge. 


202 This measure of the degree of structural change was half 
the absolute sum of the significant regression coefficients multiplied 
by 10 (equivalent to the total change over the 10-year period). 
See table 4.2.10, 
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(iii) The experience of individual countries 


Tables 4.3.2-4.3.5 contain the regression coefficients of 
the estimated linear time trend equations for the 18 bran- 
ches of manufacturing industry within each of the ten 
countries. As in the similar tables 4.2.7-4.2.9 for output 
and employment, regression coefficients which are not 
significantly different from zero have been omitted. 


A summary measure of the degree of change in the 
structure of exports and imports in the ten countries is 
shown in table 4.3.6. The striking feature of this table is 
the considerable rate of change in the structure of exports 
in Belgium, Finland and Norway. While the index for 
the other seven countries is always well below 10 points, 
the ten-year rates of change for these three countries 
range from 16 points (Belgium) to over 18 points (Nor- 


_ мау) and even 22 points in Finland for the period 1970- 


1978. The pace of change has been particularly slow in 
Sweden and the Federal Republic of Germany, where 
the change is around 4 points, whereas for the remaining 
5 countries it varies between 6 (France) to 9 points 
(Switzerland). 


The over-all pace of change in the structure of exports 
is in general not altered very much if the regression co- 
efficient is estimated for the period 1965-1978.2° И 
is higher, in this medium-term perspective, for France, 
the Netherlands, Norway and Sweden. In this latter 
country the pace of change more than doubles compared 
to that for 1970-1978. The only countries for which the 
longer-term rate of change is actually below the rate for 
the 1970s are the Federal Republic of Germany, Italy and 
Switzerland, while the index values remain virtually 
unchanged for Belgium and Finland. 


203 Though, of course, the extent to which individual branches are 
contributing to this change differs between the two periods, as can 
be seen from a comparison of the significant regression coefficients 
in tables 4.3.2-4.3.5. 


The remarkable change in the structure of exports in 
Belgium, Finland and Norway contrasts with the much 
lower change that can be found for the branch composi- 
tion of imports while the reverse is the case for the United 
Kingdom, the Federal Republic of Germany, Italy and 
France. In seven out of ten countries the degree of change 
in the 1970s was higher for imports than for exports, 
with the exceptions of Belgium, Finland and Norway. 
This pattern is partly reversed for the longer period 1965- 
1978, with only four countries recording a higher degree 
of change for imports (compared with exports), namely 
France, the Federal Republic of Germany, Italy and the 
United Kingdom. Indeed, in the latter three countries 
the pace of change on the import side exceeds that for 
exports by about two (Italy, United Kingdom) to four 
times (Federal Republic of Germany). 


It was observed in the previous section 204 that the over- 
all degree of structural change for output and employ- 
ment was to a large extent in each country dominated by 
just a few branches. An inspection of the significant re- 
gression coefficient in tables 4.3.2-4.3.5 suggests that this 
is also true for the trade structures. This applies especially 
to countries which showed a particularly high degree of 
change in the composition of exports or imports. Thus, 
for example, in Belgium about 40 per cent of the change 
in the structure of exports between 1970 and 1978 is 
accounted for by only one branch, basic metals. And if 
three more branches are added (textiles, chemicals, pet- 
roleum products) this figure rises to about 80 per cent. 
Similarly, in Finland wood and paper make up for 
roughly 47 per cent of the total change, a figure which 
rises to 75 per cent if non-electrical machinery and trans- 
port equipment are added. In Norway about 91 per cent 
of the changing export structure is attributable to only 
four branches: wood, petroleum products, basic metals 
and transport equipment. 


204 See pages 204-205. 


TABLE 4.3.2 


Linear time trends in individual branch shares in total manufacturing exports, 1970-1978: significant regression coefficients * 


mS 


Germany. Nether- Switzer- United 


Belgium Finland France Fed. Rep. of Ttaly lands Norway Sweden land Kingdom 
ое. ee lees lt ae ee eee es ee ee 
OOG OLIN Ke ate cee, ass sce ss ernie 0.203 —0.167 0.231 — 0.320 0.119 
оао лье. — 0.001 0.002 0.001 — 0.003 — 0.011 | 
Textiles .¥ ах. оо. — 0.347 —0.403 —0.174 -0.446 -0.395 -—0.081 -0.051 -0.259 —0.213 
Clothing: footweath и. о ий: 0.129 —0.086 — 0.064 —0.040 — 0.048 
eather Gite ©, eee rss Wek ee — 0.029 0.007 —0.053 0.055 —0.029 —0.019 
Wood, furniture Е о. — 0.636 0.063 0.182 0.026 0.067 0.075 
С ВИС То чи, РОС See —0.059 —1.444 — 0.050 —0.488 
о оо РИ 0.009 0.038 —0.023 — 0.026 0.013 —0.035 
Ghemicals) со th Gs) a emer Ae 0.563 0.198 0.265 0.412 0.233 0.354 
Petroleum producis ......... 0.428 0.297 0.139 0.456 0.331 0.133 
Rubber products .......... 0.049 0.022 —0.019 -0.015 —0.014 
Non-metallic minerals ........ == ek 0.091 ents 0.028 rae 
Basic п. -1. у f 
Metal products .........--: 0.103 0.152 0.081 0.167 0.080 0.070 —0.312 
Non-electrical machinery. ... . ieee 0.573 —0.238 —0.323 0.160 2 Se a 
Electrical machinery .......-.-. 0.096 0.118 0.149 0.115 —0.124 we 0.204 о т. ь 
Transport equipment. ........ 0.681 j ' 
ВЫ и 0.021 0.124 —0.032 0.198 


ии 


а Significant at 1 and 5 per cent оп the basis of a two-tailed t-test. 
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TABLE 4.3.3 
Linear time trends in individual branch shares in total manufacturing imports, 1970-1978: significant regression coefficients < 


CT 


Germany, Nether- Switzer- United 
Belgium Finland France Fed. Rep.of Italy lands Norway Sweden land Kingdom 
Rood ;drinki ey Se. Зале. fie 0.155 — 0.308 0.165 — 0.153 —0.180 —1.007 
обассоть р еее. — 0.003 0.005 0.005 — 0.005 
ие ес Е en ee м. — 0.180 0.104 —0.214 — 0.320 —0.282 —0.286 —0.118 
Clothing ТОО. №, 0.176 0.067 0.155 0.240 0.032 0.193 0.140 0.131 0.101 
ее о би Зее 0.051 — 0.025 
Woods Гогооге В оное. 0.162 0.122 0.113 0.093 — 0.242 
Papert и мт 0.040 
К И: — 0.034 0.009 —0.012 0.021 0.040 — 0.019 
Беата пои 0.292 0.235 0.257 0.215 
Petroleum products ......... 0.112 0.518 0.454 0.383 0.514 
Rubber productsijms aa) -ns ote 0.044 — 0.013 — 0.018 0.039 
Non-metallic minerals ........ 0.025 — 0.035 
Basicumetals.% c,-: cree tee ла: —0.638 —0.568 —0.544 -0.737 -—0.731 -0.409 -—0.463 —-—0.534 -0.387 —0.424 
Metaliproductsis See Gi: spe cos 0.200 0.119 — 0.085 0.309 0.169 
Non-electrical machinery. ...... — 0.317 0.553 02365 — 0.4575 — 0.185 — 0.432 
Electrical machinery. ........ 0.243 0.171 0.184 0.151 0.194 
Transport equipment. ........ 0.207 1.009 
Manufacturing nes... .....2.. 0.047 0.210 0.043 
а Significant at 1 and 5 per cent on the basis of a two-tailed t-test. 
TABLE 4.3.4 


Linear time trends in individual branch shares in total manufacturing exports, 1965-1978: significant regression coefficients < 


Belgium Finland France ren Ren if Italy eee Norway Sweden uh he 7 me 
Л <Я athe cme ns ein ae 0.215 —0.085 0.195 —0.213 —0.447 —0.079 —0.175 0.118 
KL ODACCOM а Аа се 0.004 0.001 —0.100 —0.005 0.004 —0.007 
О О cats: <0 Rew eR igger ois ettes — 0.450 — 0.409 — 0.406 —0.387 —0.042 —0.214 —0.204 
(ОС о о боююво в об 0.335 0.113 —0.034 —0.022 — 0.067 0.025 
РР, соо Г СА — 0.023 0.008 —0.068 —0.017 0.034 —0.026 -—0.013 —0.012 0.036 —0.011 
Wood, Чагииге. (то... 0.059 —0.538 0.049 0.105 0.044 0.046 
Paper eee ть с м — 1.668 0.039 0.015 —0.053 —0.638 -—0.488 
РН ee eee. te 0.037 —0.039 — 0.017 —0.031 0.010 
Ghemicalsia. ., «ste cues. Seed 0.609 0.205 0.406 —0.131 0.132 0.167 0.316 
Petroleum products .. 5... ... 0.223 0.153 0.654 0.350 0.074 0.121 
Rubber рточос a 78 oes ee 0.035 0.012 0.017 —0.017 —0.015 —0.013 —0.003 
Non-metallic minerals ........ — 0.169 0.026 —0.012 —0.023 0.106 0.010 
Васе 6 ха Тс ме — 0.995 0.150 —0.287 —0.101 —0.703 —0.226 0.142 —0.255 
Metaliprodiicts а ЕЕ кс 0.052 0.171 0.102 —0.069 0.073 0.138 0.103 0.082 —0.431 0.070 
Non-electrical machinery. ...... 0.097 0.391 0.135 —0.127 0.168 
Electrical machinery. ......., 0.124 0.200 0.155 0.120 — 0.265 0.164 0.271 0.207 0.088 
Transport equipment. ........ 0.212 0.474 0.455 1.198 0.366 0.088 —0.308 
Manufacturing п.е.5.......... 0.047 — 0.046 0.101 0.014 


в Significant at ] and 5 per cent оп the basis of a two-tailed t-test. 
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TABLE 4.3.5 


Linear time trends in individual branch shares in total manufacturing imports, 


1965-1978: significant regression coefficient 2 


eee en ee Ae ee eee 


G нег- 7 i 
Belgium Finland France Peds Rep of Ttaly pase Norway Sweden ties ein 
ory Grink Ween see ee —0.271 —0.398 0.133 —0.134 —0.230 —1.112 
i spe ee ees i oa eer 0.002 0.004. — 0.002 —0.006 0.002 0.004 
exti нь In a — 0.151 0.099 —0.249 —0.336 —0.229 —0.264 —0.123 

ыы FOOtWEAT aint LA ПХ. 0.146 0.071 0.108 0.240 0.033 0.155 0.123 0.090 0.123 0.119 

Rane ee SS a eek Sy — 0.026 0.029 —0.012 —0.020 —0.054 —0.012 
Wood: furnitures Srey st а ©. 0.064 0.012 —0.057 0.052 0.122 0.047 = 0.212 
Рарег Е: и ма. — 0.031 0.031 — 0.103 —0.149 —0.026 0.079 0.018 SO sli, 
Printing shame ft Reo ee — 0.024 — 0.013 0.015 0.033 
‘Ghemicalsweve ee a Пе a, 0.246 0.185 0.223 0.162 0.200 0.139 0.216 
Petroleum*products). 92 4. 2778 0.142 0.378 0.226 0.162 0.263 
Rubber products а |. Mor с — 0.010 0.046 0.012 0.014 —0.012 0.030 
Non-metallic minerals: - 05) @ Peak Cycle — 0.040 0.020 005109 —0!035 — 0.020 0.021 
Basic metaisies ее Ода. —0.538 —0.353 —0.403 —0.668 —0.441 -0.224 —0.223 -0.256 —0.255 —0.379 
Metal products Paiste Heys hen gs s 0.123 0.031 0.125 0.216 0.058 0.071 0.174 
Non-electrical machinery. . . . . . . —0.190 — 0.287 — 0.118 0.195 — 0.170 0.233 
Electrical machinery ЛИ, ВЫ See 0.083 0.267 0.152 0.268 0.136 0.166 0.120 0.077 0.305 
‘kransport equipment... -- «4. . - 0.300 0.317 0.255 0.372 — 0.354 0.798 
Maniwacturine messes . . =. 2. 2 0016 0.025 0.090 0.027 
ee eS ee eee 

в Significant at 1 and 5 per cent on the basis of a two-tailed t-test. 
TABLE 4.3.6 


The degree of structural change: 1970 to 1978 and 1965 to 1978 4 
(Ten-year rate of change) 


Exports Imports 
1970-1978 1965-1978 1970-1978 1965-1978 
Belgium. 2202 20s (As seks 16.31 16.32 9.40 9.87 
Finland eas et. sees: к 22.31 22.44 S18 4.44 
BEANE. Е О 6.01 8.39 11.06 9.63 
Federal Republic of Germany 4.22 3.52 14.14 14.56 
а и PERT 7.56 4.35 10.69 8.41 
WWetherlands. весь « 7.95 11.68 9.48 7.34 
Norway рее. 18.43 20.00 TIPS 8.84 
Sweden eae. чует, 3.59 8.84 5.36 5.24 
Switzerlandie a¥ecetucts « 8.83 8.41 10.08 8.05 
United Kingdom ..... 6.53 7.88 15.27 18.77 
Ten countries combined . . 2.82 Die. 9.95 11.02 


а The degree of structural change is half the absolute sum of the significant regression coefficient (in tables 4.3.2- 


4.3.5) multiplied by 10. 


Textiles, chemicals and electrical machinery contri- 
buted most of the over-all structural change in France, 
while in the Federal Republic of Germany and Italy the 
major changes in branch export shares were for textiles 
and non-electrical machinery, complemented by food- 
stuffs (Federal Republic of Germany) and metal products 
(Italy). In the Netherlands this core of branches is com- 
posed of textiles, chemicals and petroleum products, and 
in Sweden chemicals and electrical machinery. In Swit- 
zerland most of the change in the export structure was due 
to food, textiles, metal products and electrical machinery 
and in the United Kingdom to textiles, chemicals, basic 
metals and electrical machinery. 


Food, textiles, clothing, chemicals, petroleum products, 
basic metals, non-electrical machinery and electrical 


machinery are—to varying degrees—mainly “respon- 
sible” for the over-all degree of change. To this group 
have to be added transport equipment in the United 
Kingdom and metal products in Norway. 


In a more general way the basic patterns of change in 
west European export and import structures suggest a 
relatively high degree of similarity. The basic feature on 
the exports side is the widespread advance of the high- 
skilled capital-intensive industries, electrical machinery, 
metal products, petroleum products, chemicals and trans- 
port equipment (though for the latter branch only if the 
trends for 1965-1978 are regarded) as opposed to the 
general stagnation or relative decline of low-skilled, 
labour-intensive industries such as rubber, tobacco, 
leather, clothing and textiles. For the latter branch as 
well as for basic metals and paper, there was no rising 
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trend share in any of the ten countries in the 1970s, while 
Finland is the only country where clothing and footwear 
was on a rising trend. The surprising feature is perhaps 
the widespread relative stagnation of the share of non- 
electrical machinery particularly in 1970-1978: this pro- 
bably reflects the general slowdown of investment activity 
over the last decade. 


‚ The two extreme cases on the import side are clothing 
and footwear, which was on a rising trend in nine out of 
ten countries in the 1970s (and in all ten countries since 
the mid-sixties) and basic metals, where the trend is 
clearly downwards in all countries. Apart from the 
opposing movements recorded for clothing and footwear, 
there is a generally high degree of similarity in the direc- 
tion of changes in branch shares of both exports and 
imports. Thus, across western Europe the advance of 
electrical machinery, chemicals, metal products etc. and 
the relative decline of low-skill, labour-intensive indus- 
tries (such as, textiles, leather) is not at all restricted to 
exports only. However, recent public discussion of the 
implications of structural change has tended to focus on 
those branches where developing countries, or, rather, 
the so-called “newly industrializing countries” have an 
increasing comparative advantage, namely, textiles and 
especially clothing. This narrow focus, however, deflects 
attention from the fact that structural change is, and has 
been, more important in those branches where western 
Europe can be expected to maintain and increase its com- 
parative advantage. Most of the trade of the highly 
industrialized countries is among themselves, and the 
pattern of relative factor endowments in these countries 
is roughly similar. From this it follows that the degree 
and direction of structural change in individual indus- 
trialized countries, is much more a question of which 
branches can maintain or improve their competitiveness 
relative to the same branches in other highly developed 
countries.2° The similarity in trends of branch shares of 
exports vis-a-vis imports is thus not surprising. It reflects 
both the increasing importance of intra-industry trade 
and the increased competition that “advanced” industries 
are facing in their respective domestic markets. 


As was done for output and employment in the pre- 
vious section the linear time trend equations for annual 
branch shares in exports and imports have also been 
estimated with the inclusion of a dummy to distinguish 
the period after 1973 from the years before. The under- 
lying rationale for this was to test for the possibility of a 
once-for-all shift in the trend line of individual branches 
after the first oil crisis and the economic recession of 
1974/75. 


Out of 180 equations (18 branches and 10 countries) 
there were 48 significant dummies for output at current 
prices (17 significant coefficients in 162 equations). 


ЕЕ 

205 See also OECD: The impact of the newly industrializing 
countries on production and trends in manufactures, Paris, 1979. 
“It should be emphasized that the painful adjustments problems 
AICs (advanced industrialized countries) have run into since 1973 
owe far more to inflation, slow growth and disparities in competitive 
positions among them, than the competition from outside.” (p. 14.) 


206 For exports the largest number of significant dummies for 
1970-1978 were for the Netherlands (seven). There were six signifi- 
cant shifts for the Federal Republic of Germany and Norway and 
five for France and the United Kingdom. The remaining countries 
either had four or three significant coefficients. For imports, the 
largest number of significant shifts (eight) were for Sweden and the 
United Kingdom. The other six countries had between five and 
three significant shifts, with the exception of Finland (only one 
significant dummy). 


Changes in the structure of west European manufacturing industry in the 1970s 


However, the inspection of the time trend equations 
also shows that in general a significant coefficient on the 
dummy is accompanied by a regression coefficient on 
time which has either the opposite sign of the dummy 
coefficient or is non-significant. This suggests that instead 
of detecting a once-for-all shift in the trend lines, the 
significant dummy coefficients are reflecting the sharp 
cyclical swings in the movements of certain branch shares 
in the recession of 1974/75 and its aftermath. This pre- 
sumption is reinforced by the fact that the distribution 
of significant dummy coefficients across branches and 
countries differs considerably if the linear time trends are 
estimated not for 1970-1978 but, instead, for 1965-1978. 


A prominent example is leather, for which there were 
seven (the largest number for all branches) significant 
dummys for exports and six for imports in the trend 
equations for the period 1970-1978. However, once the 
period is extended to cover all years from 1965 to 1978 
there remain only three significant shifts for exports and 
none at all for imports. Out of fifty significant shifts in 
the trends of export shares in the period 1965-1978 only 
24 were also significant in the shorter period 1970-1978. 
Roughly the same proportion can be found for shifts in 
the trends of import shares. 


Thus, even where the dummy coefficient indicates a 
significant shift in the trend lines it is, at this stage, difficult 
or virtually impossible to determine whether this signifies 
simply a cyclical swing in the movements of branch shares 
or a fundamental change in the structure of exports or 
imports. The observations available after 1974/75 are 
just to few to allow a firm judgement. 


(iv) Export and import shares of gross output 


The changing pattern of foreign demand and supply 
is an important factor for the pace and direction of 
changes in the national structures of output and employ- 
ment. It is therefore interesting to analyse the develop- 
ment of trade relative to total output growth in each 
manufacturing industry. 


The measure of the relative importance of trade adopted 
here is the ratio of exports and imports, respectively, to 
each industry’s gross output. These ratios have been 
compiled for the standard 18 branches of each country’s 
manufacturing industry for the period 1970 to 1978 and 
are shown in appendix table 4.A.8-4.A.9.207 


Before proceeding to the analysis of the data it is 
appropriate to point to some conceptual difficulties in the 
comparison ofthe trade and production figures.2°° These 
difficulties originate from the complex flow of interme- 
diate products (inputs) between the establishments of an 
industry. These intra-industry sales, which reflect the 
degree of output specialization within individual branches, 
imply that gross output figures contain an element of 
double counting when they are aggregated to the broad 
industry groups shown in the national accounts. The 
effect of this is to underestimate the relative importance 
of trade for individual industries. A further complication 
arises from the fact that an increasing proportion of 


07 Austria, Belgium and Switzerland had to be excluded here 
owing to lack of comparable data for the 18 sectors used throughout 
this chapter. 


a Gi df per ate and J.C. Imber, “The home and export 
performance of United Kingdom industries”, Economic T; 
No. 286, August 1977. el 
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international trade consists of intermediate products. 
This implies that the exports of a branch may include 
foreign value added (i.e. the intermediate foreign input 
required to produce the export product) and, similarly, 
that the foreign final products imported may contain 
domestically produced (exported) inputs; for example, 
car engines produced in the United Kingdom are exported 
to the Federal Republic of Germany and “repurchased” 
in the form of imported German cars. 


Thus, whereas the existence of intra-industry sales 
within the domestic economy tends to bias downwards 
the relative importance of foreign trade, the reverse holds 
when intermediate products flow back and forth across 
national frontiers.2°® For these reasons the ratio shown 
in tables 4.4.8 and 4.A.9 should be viewed with caution. 


(У) Trade shares for total manufacturing industry 


Table 4.3.7 shows the significant regression coefficients 
of the linear time trend equations estimated for the export 
and import ratios in the 1970s. The main feature of this 
table is the increasing dependence of manufacturing 
industry upon international specialization. The general 
trend is for a rise in both the share of exports and of 
imports in gross output. For manufacturing industry as 
a whole the only deviations from this common pattern 
are Finland where the trend is upwards for the export 
ratio only, in contrast to a more or less stable import 
ratio, and Norway, where there is no significant trend 
in either the export or the import ratio. However, in 
Norway the stable export/gross output ratio appears to 
be largely influenced by a strongly rising export ratio for 
transport equipment: if this branch is excluded from 
total manufacturing then the trend of the ratio for the 
rest of industry is clearly downwards.*!° 


209 See also: R. Blackhurst, N. Marian and J. Tumlir, “Trade 
liberalization, protectionism and interdependence”, GATT, Studies 
—-т International Trade, 1977, pp. 15-18. It has been shown that for 
most industrial countries intra-industry trade in manufactures 
(measured at both the 3- and 4-digit levels of the SITC) was on 
a rising trend throughout the 1960s and early 1970s. Moreover a 
large and increasing proportion of this trade appears to be due to 
international trade in intermediate products. See P.B. W. Rayment, 
“Intra-industry specialization and the foreign trade of industrial 
countries” in $. Е. Frowen (ed) Controlling Industrial Economies : 
Essays in Honour of С. T. Saunders, Oxford: 1981. 


210 The coefficient on time is —0.559. 


In six out of the eight countries the trend was for a 
faster rise in the export ratio than in the import ratio. 


Only in the United Kingdom was the trend coefficient for 


imports higher than for exports. 


Table 4.3.8 gives a summary of this process by opposing 
the export and import ratios for total manufacturing 
industry in 1970 and 1978. It also illustrates the familiar 
fact that the relative importance of trade tends to be 
inversely related to the size of country: this can be seen 
from the lower ratios for France, the Federal Republic 
of Germany, Italy and the United Kingdom. The positive 
net balance of all countries from total trade in manufac- 
turing products is reflected in the fact that the export 
ratio is higher than the import ratio.?"4 


The relative changes in the ratios differ markedly bet- 
ween 1970-1973 and 1973-1978, a fact that is not revealed 
by the time trend coefficients in table 4.3.7. The general 
feature is a deceleration of the rate of change, thus 
following the trends of production and demand abroad 
and at home (table 4.3.9). This deceleration was most 
pronounced for the United Kingdom, where the annual 
growth of the import ratio slowed to an average rate of 
about 2 per cent for the period 1973-1978 after a 12 per 
cent rate of growth (the highest rate for all countries) 
from 1970 to 1973. However, there are some noteworthy 
exceptions to the general pattern. In Finland and Italy 
the export ratio rose strongly after 1973, but these were 
also the only two countries with an actually declining 
ratio between 1970 and 1973. And for three countries 
(the Federal Republic of Germany, the Netherlands, 
Sweden) import penetration did accelerate somewhat 
after 1973, in contrast to the other countries. The growth 
rates of the export ratio between 1970 and 1978 was 
rather similar for all eight countries: they cluster around 
3 to 4 per cent, whereas the changes on the import side 
are more dispersed.?!? 


eu The exceptions here are Norway and the Netherlands. 
However, in the latter country the export ratio in 1977 is only below 
the import ratio because of the exclusion of petroleum products. 


cm It should be noted that the regression coefficients in table 4.3.7 
are indicating percentage point changes per year. It can be seen that 
they were (for total manufacturing) highest for the Netherlands. 
However, given the already high /evel of the trade ratios attained 
in this country, these changes transform into growth rates of about 
the same magnitude as for the other countries. 


TABLE 4.3.8 


The share of imports and exports in gross output of 
total manufacturing industry, 1970 and 1978 


(Percentages) 


reer 


Imports Exports 

Country 1970 1978 1970 1978 
Finland? rs 04. ties 27.8 25.0 28.9 36.2 
Етапсе ere: Petes ee 15.1 18.8 16.5 22.4 
Germany, Federal Republic of 11.9 53 18.0 23.2 
ау а ee пет 17.7 19.7 22.0 30.5 
INetherlandsi@ в. er 42.2 47.5% 37.9 47.15 
Norway lw. Е. 42.5 40.1 30.1 31.4 
Sweden оо. ces 28.5 31.5 29.5 38.1 
United Kingdom ..... 13.1 20.0 15.3 20.8 


* Excluding petroleum and coal products. 
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TABLE 4.3.9 


Rates of change in the shares of exports and imports 
in gross output, 1970-1973 and 1973-1978 


(Average annual growth rates) 


ee en ne eee ee ee ee ee ee 


Imports Exports 

Country 1970-1973 1973-1978 1970-1978 1970-1973 1973-1978 1970-1978 
Binland'e ео —1.6 =i —1.4 —1.5 5.6 2.9 
Erance м. 4.2 1.9 2.8 4.3 3.7 3.9 
Germany, Federal Republic of . . 25 3.6 72 4.6 2.4 32 
Italy а 2.0 0.9 1.3 = 1.72 es) 4.2 
уе тега ос о нии — 0.1 3.16 С 4.9 1.92 ВС 
орла" 14%. 1.2 = 1.9) — 0.7 4.8 —1.9 0.5 
Sweden See. hte oy 0.5 1.7 1.3 6.0 1.7 3.2 
United Kingdom. ....... 10.8 2.4 5.4 3.8 4.0 3.9 


————————— — — __—_——_о_о_—__ы_и_кыиы_ы_——_о_ 


< Excluding petroleum and coal products. 
> 1973-1977. 
© 1970-1977. 


@ The changes in the import ratio excluding transport equipment are as follows: 1970-1973: — 0,7; 1973-1978; + 1.0; 


1970-1978: +0.4. 


(vi) Individual branch shares 


The trends in the individual branch export and import 
ratios are generally in the same direction as for total man- 
ufacturing industry. Out of 143 regression equations 
(18 branches and eight countries, but excluding petroleum 
products in the Netherlands) for the exports ratios there 
are 103 where the trend is upwards, and only six where it 
is negative. For imports the number of equations with a 
rising trend is somewhat lower (90) and the number of 
import ratios for which the trend is downwards is a little 
bit higher (12). 


It can be seen from table 4.3.7 that these downwards 
trends were mainly concentrated in Finland and Norway. 
There are seven negative time trends in Finland (of which 
six for imports) and five for Norway (of which three for 
imports). Of the remaining six negative coefficients three 
are in the Netherlands (two for export) and one each in 
the Federal Republic of Germany, Italy and Sweden. 


The export performance of the Norwegian manufac- 
turing industry has been particularily sluggish. Out of 
18 branches there were only two for which the trend in 
the export ratios is upward (petroleum products and 
transport equipment); the ratios have declined for two 
branches (non-metallic minerals and non-electrical ma- 
chinery) but have not changed significantly for the rest. 


The branches with negative trends do not fall into any 
systematic pattern. The most contrasting development 
in the ratios is for basic metals. While the export ratio 
is on a rising trend in seven out of eight countries, there 
is no significant rise in the import ratio at all: indeed, it 
has fallen in Finland and the Federal Republic of Ger- 
many. It was already noted above that these opposing 
trends may be attributed to low domestic demand and 
protectionist measures. Other conspicuous deviations 
include chemicals, with a rising export ratio in 6 countries, 
but a rising import ratio in only three. Similarly for non- 
electrical machinery, the import ratio was on a rising 
trend in only two countries, as opposed to six for exports. 
This suggests a relatively strong competitive position of 
these two industries in their domestic markets and abroad. 


The level and degree of change of the ratios differ mar- 
kedly between branches,?!° reflecting among other things 
the varying patterns of domestic demand and relative . 
competitiveness. The regression coefficients indicate 
particularly large increases in import penetration in 
textiles, clothing and leather. The largest rise (in per- 
centage points) in import penetration was, in all countries, 
in one of these three branches.244 The pace of import 
penetration in the clothing and footwear branch was 
particularly high in the Netherlands (14 points per year), 
Norway (13 points per year) and Sweden (about 8.5 points 
per year). It can be seen from table 4.3.10 that import 
penetration has reached very high levels in these coun- 
tries. The value of total imports is now largely in excess 
of the value of domestic output, with an import ratio for 
clothing varying (in 1978) between about 158 in Norway 
and 120 in Sweden. Total import of textiles were roughly 
equal to domestic output in 1978 in the Netherlands and 
Sweden, but were well above in Norway. However, it 
should be noted that the share of these industries in total 
manufacturing output was much lower in these countries 
than elsewhere. 


The vigorously rising import penetration in the above 
mentioned branches is by now a well established and 
widely publicized fact, a major example of the shifts in 
comparative advantage in the production of goods 
occuring in the world economy. It is therefore interesting 
to observe the also fairly strong upward trends in the 
export ratios for these branches. There has been no 
decline at all in these ratios in the 1970s. On the contrary, 
the increase in the export ratios of these branches are in 
general well above the average rise for total manufac- 
turing. In fact, the trend coefficient for textiles was the 
highest of all the 18 branches in the Federal Republic of 


213 A few of the ratios are particularly volatile, most notably 
in the case of transport equipment in Norway, the Netherlands and 
Finland. These erratic movements are probably largely due to 
transactions in ships. 

214 Except in the United Kingdom, where the largest coefficients 
on time were for transport equipment and manufacturing industries 
n.e.s., with clothing following next. 
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TABLE 4.3.10 


The share of exports and imports in gross output of the textile and clothing industries 
(Percentages) 


Imports|gross output 


Exports/gross output 


Textiles Clothing Textiles Clothing 
Country 1970 1978 1970 1978 1970 1978 1970 1978 
Ета Re 3). 55 70.7 9.5 11.8 22.9 36.9 27.8 51.5 
Francemeen. 2 co a: 14.5 29.2 6.3 15.3 22.6 26.7 13.6 17.4 
Germany, Federal 
Керио Ge. - 27.0 44.0 13.4 37.3 23.1 34.2 5.8 12.3 
Ты аа eel 14.0 20.7 15 DES 35.1 49.2 25.6 35.3 
Netherlands ....... 74.4 97.1 а 51.3 142.9 а 63.2 82.1 а 28.3 44.5% 
NOL Waa oe ca tos 107.4 117.1 59.3 158.4 21a 24.0 8.1 9.1 
Swedene 8s S20 иле 81.0 98.9 43.5 119.2 23.4 35.9 13.7 31.6 
United Kingdom. .... 12.7 27.9 9.7 24.6 17.5 23.3 9.2 15.2 


Germany and the Netherlands. The same holds for leather 
in Sweden. 


This continuing rise in the export ratio, to varying 
degrees offsetting the loss of market share in domestic 
markets, is partly due to trade among the west European 
countries themselves in relatively higher unit-value pro- 
ducts. Another factor is the growth of “outward pro- 
cessing”: this is one response to the growing competitive- 
ness of developing countries whereby semi-finished tex- 
tiles, clothing and footwear products are sent abroad 
(usually to developing countries) for further processing 
before re-importation by the country of origin. As noted 
above, the growth of this type of transaction will raise 
both the export and import ratios. It should also be noted 
that the import shares for textiles were already among 
the highest of all branches in 1970 in the Federal Republic 
of Germany, the Netherlands, Norway and Sweden, and 
that major changes in the relative position of this branch 
with regard to import penetration have only occurred in 
Finland and France (from rank 7 and 8 respectively to 
rank 1). This is somewhat different from the situation 
in the clothing industry where the import penetration 
was, in general, relatively low in 1970 and continued to be 
so in France, Italy, Finland and the United Kingdom. 


In general the rank order of all branches with regard 
to the shares of imports and exports in gross output has 
changed very little between 1970 and 1978, an indication 
of the rather stable hierarchy of relative branch com- 
petitiveness in each country.?!5 


There is a general tendency for branches with a 
relatively high degree of export competitiveness to be 
at the same time exposed to a relatively high degree 
of competition from abroad on the domestic market. 
This is most pronounced in France and the United 
Kingdom, though in the latter country a relatively 


215 The Spearman rank correlation coefficient between the 1970 
and 1978 branch ranking of the shares of exports and of imports 
in gross output are very high and all cases significant at 1 per cent. 
The exception is the United Kingdom with a rather low coefficient 
for the import rankings, which, however, is still significant at 1 per 
cent, 


strong relationship between the export and import 
rankings exists only in 1978, a consequence of marked 
changes in the relative positions of food, textiles, and 
transport equipment on the import side. The Spearman 
rank correlation coefficients, shown below, though 
significant for the Federal Republic of Germany, Italy 
and the Netherlands, are relatively low: 


Spearman rank correlation coefficients between the branch 
share of exports and imports in gross output 


1970 1978 
На, с se ons cst 0.24 0.25 
France cee ee, ПЕ 0.58* O75" 
Germany, Federal Republic of . 0.45** 0.43** 
Каун Ио ревет 0.28 0.41% 
ОЕ оао овоб 0.46** 0.48** 
ОГУ cm che otk cae aa ie. 0.51** 0.43** 
Sweden. ге spa: oh 0.23 0.23 
United Kingdom. ...... 0.17 0.56* 


A correlation coefficient at 1 or 5 per cent is indicated by * or ** respectively. 


The low and non-significant correlation coefficients 
for Finland and Sweden mainly reflect the strong export 
position of the natural resource-based industries (wood, 
paper), for which the share of imports in gross output 
is much lower than for the other branches. 


It was noted above that there is a high degree of 
similarity in the direction of changes in the export 
and import ratios across the eight countries and that 
the variance of changes in the ratios is generally fairly 
high. The following table lists the branches for which 
the export and import ratios have increased by 10 per- 
centage points or more between 1970 and 1978. Clearly, 
the more marked changes tend to be rather dispersed 
between branches and among countries: 
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(a) 


(b) 


Changes in import penetration and export performance < 


Import penetration 


Finland 

France 

Germany, Federal 
Republic of 

Italy 

Netherlands 


Norway 


Sweden 


United Kingdom 


Export performance 


Finland 


France 


Germany, Federal 
Republic of 


Italy 


Netherlands 


Norway 


Sweden 


United Kingdom 


(1970-1978) 


Textiles*; metal products* 


Textiles; leather 


Textiles; clothing; 
roleum products 


leather; pet- 


Textiles; clothing; leather; wood; 
rubber; non-metallic minerals; 
transport* 


Clothing; leather; rubber; metal 
products; electrical machinery; 
manufacturing n.e.s. 


Textiles; clothing; leather; rubber; 
manufacturing n.e.s. 


Textiles; clothing; leather; electrical 
machinery; transport; manufac- 
turing n.e.s. 


Textiles; clothing; basic metals; 
metal products; non-electrical 
machinery; electrical machinery; 
transport equipment; manufac- 
turing n.e.s. 


Chemicals; metal products; non- 
electrical machinery; electrical 
machinery 


Textiles; rubber 


Textiles; wood; non-metallic min- 
erals; basic metals; metal prod- 
ucts; transport equipment; manu- 
facturing n.e.s. 


Textiles; clothing; leather*; chemi- 
cals; rubber; non-metallic min- 
erals; basic metals; metal prod- 
ucts; electrical machinery; trans- 
port; 


Rubber; basic metals*; transport 
equipment; manufacturing n.e.s. 


Textiles; leather; chemicals; rub- 
ber; basic metals; non-electrical 
machinery; electrical machinery 


Transport; manufacturing n.e.s. 


i 


а Only branches with a change in the ratios of 10 percentage points or more 
are listed. An asterisk indicates that the linear trend coefficients are not significantly 
different from zero. 


On the import side, the marked changes which are 
common to all countries (with the exception of Italy) 
are for textiles, clothing and leather. But for the other 
branches the changes appear to reflect more the specific 
developments of demand and competitiveness in each 
country. Thus the Netherlands is the only country 
with a marked increase in the import share of wood and 
furniture and non-metallic minerals. The same holds 
for petroleum products in the Federal Republic of 
Germany. 


The same broad picture emerges from the changes in 
export shares: textiles are listed most often (all countries 
except France, Norway and the United Kingdom), 
followed by electrical machinery (four countries). The 
striking contrasts here are the Netherlands, with ten 
branches recording changes in export shares of 10 per- 
centage points or more and the Federal Republic of 
Germany with only two branches. (The Netherlands 
is also the country with the largest number of branches 
where import shares rose by 10 points or more.) 


The main features of these changes in trade structures 
can be summarized briefly as follows: import structures 
have generally changed more than export structures, 
although there are some exceptions (Belgium, Finland 
and Norway); as in the case of output, changes in the 
structures of imports and exports are dominated by 
just a few branches; and there is a striking similarity 
in the direction of change of branch shares of total exports 
and imports—throughout western Europe the relatively 
highly-skilled, capital-intensive industries have increased 
their shares of both imports and exports, while the shares 
of unskilled, labour-intensive industries have fallen. 
It was argued that, for an individual industrial country, 
the extent of change in its export and import structures 
would be largely determined by its competitiveness vis- 
a-vis other industrial countries in the advanced skill and 
capital intensive branches. 


Changes in the ratios of imports and exports to out- 
put reveal a continuing rise in the dependence of nearly 
all manufacturing industries on international special- 
ization: rising shares of exports in gross output were 
generally accompanied by parallel increases in the 
import shares. These developments reflect the importance 
of intra-industry trade among industrial countries, a 
trade which is probably dominated to a large extent by 
exchanges of intermediate goods. 


The analysis of trade in this chapter has necessarily 
been in terms of current prices and it is of course possible 
that the changes in structure might be different in terms 
of constant prices. However, the pattern of change 
in output structures was shown in the previous section 
to be very similar in current and constant prices; a 
similar parallelism in the case of trade may not there- 
fore be an unreasonable assumption. 


4. SUMMARY AND SOME CONCLUSIONS 


The dominating feature of this review of changes in 
the structure of output and employment in west European 
manufacturing industry in the 1970s is the resilience of 
the underlying trends which were already evident in the 
1960s. There has been some slowing down in the pace 
of structural change in the 1970s, although not by as 
much as might have been expected given the large fall 
in the growth rate of total output. However, the pattern 
of change is still very similar to that established in the 
1960s: the relative importance of chemicals and machin- 
ery has continued to grow throughout the period 1968- 
1978, while that of textiles, clothing, footwear, leather 
and rubber products has continued to decline. Structural 
change also continues to be highly concentrated: about 
one-third of the 18 branches account for about two- 
thirds of the change in both the output and employment 
structures.72¢ 


Although there are some important inter-country 
differences in the trends for individual branch shares 
of output and employment (transport equipment is a 
major example), the basic pattern is much the same for 
all the individual countries: manufacturing industry is 
continuing to shift away from traditional unskilled 
labour-intensive industries, such as textiles and clothing, 
towards the more advanced, capital- and especially 
skilled-labour-intensive industries such as chemicals 
and machinery.*!” 


These long-run trends have not been greatly disturbed 
by the very different environment of the 1970s nor, 
apparently, by such particular events as the big rise 
in oil prices. Although any conclusion here must remain 
tentative given the difficulties of separating cyclical 
movements from longer run trends in such a relatively 
short period, the statistical analysis reveals little change 
in the underlying patterns of structural change after 1973: 
there is no significant break on the relative growth of 
the more energy-intensive branches nor is there a marked 
acceleration in the declining shares of textiles and cloth- 
ing. There were large disturbances in branch shares of 
output and employment in the period 1973-1975 but 
these were largely reversed in subsequent years: the 
fluctuation in the index of structural change for these 
years thus appears to reflect the impact of an unpre- 
cedented recession on a normal cyclical variation in 
branch shares. Some significant shifts after 1973 in 
branch trends were found for a few branches in some 
countries but their contribution to the over-all amount 
of change in the period as a whole is small. The con- 


216 The food industry is perhaps a partial exception to the above 
generalization in that a slight downward trend (in terms of share) 
during the 1960s and early 1970s was replaced by a similarly modest 
upward trend after 1973. 


217 “Skilled-labour intensive industries” is used throughout to 
denote also industries which are research intensive (as, for example, 
electrical equipment). However, the two connotations largely 
coincide. 


clusion is that the changes in the structure of west 
European manufacturing industry that have occurred 
since 1973 are essentially the continuation of underlying 
trends that were already established before the oil price 
explosion of 1973 and the recession of 1974-1975. 


(i) Energy prices 


It is often asserted that, as a result of the large increase 
in oil prices since 1973, the western industrial economies 
are going through a period of rapid, and often difficult, 
structural change. In the sense in which “structural 
change” has been used in this chapter, the rise in relative 
energy prices might have been expected to lead to a 
relative contraction of the more energy-intensive branches. 
As already noted this does not appear to have occurred. 
Moreover, in the regression analysis of time trends 
those branches for which significant shifts in the trend 
of branch shares were identified were not in general 
the most energy-intensive ones. Indeed the relative 
growth trends of the energy-intensive branches, for the 
period 1968-1978 as a whole, is quite varied, both among 
products and among countries, although the share of 
chemicals in total manufacturing output has increased 
in all countries. A number of reasons can be suggested 
in explanation of this, although it should be clear that 
the prediction of changes in the structure of manu- 
facturing output and employment as a result of an increase 
in the relative price of energy inputs is based on a very 
simple partial equilibrium analysis. 


It is true that two energy-intensive industries, basic 
metals and chemicals, were particularly hit by the severe 
1975 recession, but their behaviour conformed quite 
closely to traditional business cycle experience. Cyclical 
fluctuations are typically sharp for these two industries, 
largely producing intermediate goods, and mainly reflect 
changes in stockbuilding (and investment activity for 
basic metals). By 1976, both branches had resumed 
their pre-recession growth pattern, the chemical industry 
showing a growth elasticity near to 2 and basic metals . 
a growth elasticity stightly below 1. 


In the longer run, the extent to which the rise in energy 
price is not passed on to output prices mainly depends 
on productivity growth. It is this factor which has exerted 
a dominating influence on relative prices; but pro- 
ductivity growth is largely a function of output growth 
and, in the past, output growth in manufacturing has 
tended to be greatest in soine of the capital and energy- 
intensive industries making products faced with relatively 
income-elastic demand. 


Inter-industry differences in the growth of wages per 
head are generally much less than differences in produc- 
tivity growth. Low productivity, labour-intensive activ- 
ities will be less able than the high productivity industries 
to absorb these wage increases and will try to raise final 
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product prices: sheltered service industries will be able 
to do SO quite easily, but for labour-intensive manufac- 
turing industries such as textiles, the attempt may be 
frustrated by the degree of international competition and 
hence there are likely to be increased demands for pro- 
tection from imports. A micro-example of this process 
was given in last year’s Survey in which trends in the com- 
ponents of the cost of running a private motor vehicle 
were discussed. The evolution of consumer prices for 
petrol and for repair and maintenance costs, between 
taf and 1978, was as follows (index numbers, 1973 = 


1974 1978 

Austria: 

Petrol ESE RE. Joh. oy 143.4 163.7 

Repaitss sarees. Arh) os. 119.2 169.4 
Germany, Federal Republic of: 

ТЗ: re Sa Mia aD 120.2 128.1 

REDAIS seat ete 4 109.4 140.2 
Sweden: 

Ве Зое 122.7 170.7 

Repairs: Зее. duped Sys 111.3 209.1 
Switzerland: 

jee MSS А Nea 128.2 126.4 

ео tere sie 109.7 1291 
United Kingdom: 

реноме SUT 141.7 198.8 

Вера es. Se. ta 2 172 228.2 


Source : Economic Commission for Europe, Economic Survey of Europe т 1979, 
United Nations, New York, 1980, table 2.9. 


Thus in 1974 there was a sharp increase in the price of 
the petrol component of private motoring costs; but 
within a few years (the lag varies between two and four 
years for the countries listed) the cost of the labour- 
intensive input (repairs) had caught up with and even 
surpassed the rise in the petrol price. The initial change 
in relative input prices thus proved ephemeral. 


A similar argument applies also to energy productivity 
(energy input per unit of final demand), which has in- 
creased most in industries such as chemicals, and, at the 
other end of the scale has even, in some countries, deter- 
iorated in industries such as textiles, clothing and 
leather.2!® Insofar as the pattern of relative growth rates 
of individual manufacturing branches is not expected to 
change very much in the coming decade, these trends in 
relative energy productivity may also be expected to 
continue.*!® 


These arguments deserve greater elaboration than can 
be given here, but a second reason can be quoted in explan- 
ation of the lack of any relative decline in some of the 
most energy-intensive branches of manufacturing. This 
concerns substitution effects which are often much more 


218 See Economic Commission for Europe, Increased energy 
economy and efficiency in the ECE Region, United Nations, New York 
1976, pp. 11-14. 

219 It might be argued that industries with relatively large energy 
inputs have a greater incentive to increase energy productivity, but 
this is only part of the story: whether the necessary investment 
takes place will depend largely on the prospects for growth and 
profits. An energy intensive enterprise with little prospect of 
output growth may have a greater incentive to close down. 


complicated than is sometimes assumed and which are 
often difficult to predict on the basis of historical elastic- 
ities of substitution. Two of the most energy-intensive 
manufacturing industries are aluminium and glassmaking, 
yet both are receiving a positive stimulus to output from 
energy conservation in other sectors in the economy. 
The future growth of aluminium is expected to benefit 
considerably from the switch to aluminium engine 
castings in the motor vehicle industry, although another 
energy-intensive sector, iron and steel, will lose from the 
switch. Similarly glassmakers and aluminium producers 
will benefit from the increased demand for double- 
glazing. 


Finally, it is relevant to point out that the distribution 
of energy coefficients tends to be skewed. Thus for 19 
manufacturing industries in the United States in 1963, 
six industries had energy coefficients (BTU’s per dollar 
of final demand) ranging between 0.115 and 0.243 (mean 
= 0.160, standard deviation = 0.054); the remaining 
13 had an average coefficient of 0.060 with a standard 
deviation of 0.018.220 


On the whole, current experience shows that many of 
the shifts in consumption due to relative energy price 
changes are leading to relative output changes within 
rather than between industries. In many cases, they are 
leading to specific modifications in the characteristics of 
individual products, the switch from large to smaller 
motor cars being a prominent example. Insofar as it 
has worsened inflation and hence led to further lowering 
of the growth of total output, the rise in the relative price 
of energy may have had some macro-economic influence 
on the pace of structural change in manufacturing in- 
dustry; but at the level of statistical aggregation used in 
this chapter, the rise in oil prices does not appear to have 
had a sizeabie effect on the structure of output and em- 
ployment. 


(ii) Imports 


Public discussion in recent years has often invoked the 
growth of imports from developing countries as a reason 
for a supposed acceleration in the decline of industries 
such as textiles and clothing in the advanced industrial 
economies of western Europe and north America. How- 
ever, these arguments do not appear to be very sound. 
In the first place a number of studies have shown that 
domestic conditions in general and productivity growth 
in particular have been “responsible” for the greater 
part of the fall in employment, the impact of imports 
being relatively small.?24 And secondly, the data presented 
in this chapter do not reveal any significant acceleration 
in the falling relative share of these branches in total 
manufacturing output: their relative decline continues, 
but at much the same rate as in the past. Of course, the 
absolute fall in employment has been large in these 
branches (as was shown in the section on employment 


220 See Economic Commission for Europe, Increased energy 
economy and efficiency in the ECE Region, United Nations, New 
York, 1976, p. 20. 

221 See, for example, Vincent Cable, “British Protectionism and 
LDC Imports”, Overseas Development Institute Review, No. 2 
(1977) and Anne O. Kreuger, “LDC Manufacturing Production 
and Implications for OECD Comparative Advantage” in Irving 
Leveson and J. W. Wheeler, Western Economies in Transition, 
Croom Helm, London, 1980. These calculations are based essentially 
on accounting procedures and do not necessarily indicate causal 
relationships. 
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changes, above), but this is largely a reflection of the 
severity of the 1974-1975 recession and the subsequent 
period of relatively slow growth. Part of the particular 
problem of these traditional, labour-intensive industries 
is that in the 1960s there were frequent attempts to slow 
down their rate of decline, and even to reverse it; it was 
widely believed that they could be transformed, with the 
help of public subsidies and “temporary” import protec- 
tion, from labour-intensive into capital-intensive indus- 
tries. This belief, although widespread, was quite un- 
founded and rested on a confusion between an increase 
in capital per worker employed in a given industry and 
a change in capital per worker relative to capital per 
worker employed in other industries. From the point 
of view of efficient resource allocation it is the latter 
concept which is the relevant one, not the former, and 
as can be seen from the following table, there has been 
no significant change in the relative factor intensity of 
textiles and clothing: 222 


Relative productivity @ in textiles and clothing and footwear, 
averages for nine west European countries, 1958-1978 


(Total manufacturing = 100) 


1958-1960 1968-1970 1970 1978 
Textiles 
Ага otc oe gis 76.7 74.4 73.4 77.6 
Standard deviation . . 7.2 6:2 5.8 9.6 
Clothing and footwear 
Averages: eer es cs 54.7 53.6 55.2 52.8 
Standard deviation . . 10.8 11.8 7.1 6.5 


а Value added рег head, at constant factor cost. 


It is clear from the table that the position of textiles and 
clothing relative to other manufacturing industries has 
not changed significantly: 223 they are still labour- 
intensive, not capital-intensive industries. However this 


222 The table follows Hal. В. Lary, Imports of manufactures from 
less developed countries, NBER, New York: 1968, in taking value 
added per worker as a comprehensive indicator of capital intensity. 


223 This is of course in line with the well-established finding that 
factor-intensity reversals in manufacturing industry are rare and 
not of great practical importance. The one country where relative 
textile productivity has risen sharply (from 76 to 95 per cent of the 
average for total manufacturing between 1970 and 1978) is Sweden. 
This increase is probably affected by cyclical factors and the dif- 
ferential impact of work-support schemes; but Sweden is also the 
country with the lowest proportion of textiles in total manufacturing 
output and so the higher relative productivity may also reflect a 
greater degree of product rationalization. 


’ 


is not the complete explanation of their relative decline. 
It has been shown 2% that inter-industry differences in 
the growth of wages per head are very much smaller than 
inter-industry differences in productivity growth and that 
the growth in wages tends to be set by sectors where pro- 
ductivity growth is highest.22° Consequently in sectors 
where productivity is relatively low and/or where foreign 
competition restrains the rate of price increase, profits 
will be squeezed and long-run competitiveness will 
decline. In the short run, labour-intensive industries 
may survive in relatively capital-abundant countries be- 
cause of the existence of pockets of unskilled labour 
reserves in agriculture, among female workers and immi- 
grants, but in the longer run the labour-intensive indus- 
tries must compete in labour markets with the capital- 
intensive ones. Rising imports of labour-intensive pro- 
ducts are thus a consequence of the changing structure 
of western manufacturing industry towards more capital- 
intensive, higher-productivity industries, rather than a 
cause of the decline of the labour-intensive опез.228 


The present study has emphasized that most of the 
structural changes that have occurred in manufacturing 
industry in the 1970s are manifestations of trends that 
have been well established for at least a decade or more. 
However, industrial policies in the 1960s do not in 
general appear to have been formulated against a cons- 
cious awareness of the longer-run shifts in the patterns 
of comparative advantage; 227 policies tended to be more 
ad hoc, supporting a selection of “high technology” 
projects on the one hand, offering occasional support to 
traditional industries on the other. In the 1970s policy 
has been dominated by defensive action in favour of 
industries whose long-run decline is now exacerbated by 
severe recession. It is increasingly recognized that this 
is not in the long-run interests of the west European 
economies; but even in the short run it may not be 
effectual. Developing countries have a high marginal 
propensity to spend their higher export earnings on goods 
produced in the advanced industrial economies, so that 
policies to reduce labour-intensive imports from develop- 
ing countries may only succeed in reducing exports of 
capital-intensive products from the developed countries. 


224 See, for example, Structure and Change. 


225 This is the basic “tension” described by the “Scandinavian” 
model of inflation. 


226 Less theoretically, but more graphically, this process has been 
summed up by one Minister of Industry as: “the chickens are 
coming home to roost for uncompetitive industries”. Department 
of Industry, British Business, London, 7 November 1980, p. 420. 

227 The elaboration of a coherent industrial policy for the 
developed industrial economies could have been assisted by Lary’s 
analysis, published in1968, of those areas of manufacturing industry 
where the developing countries were likely to be able to establish 
comparative advantages (Hal. B. Lary, op. cit.). 
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TABLE 4.A.10 


The 18-branch breakdown of total manufacturing 


En 


Branch + 


ISIC (1968), 
Major Group Codes 


. Food manufacturing and beverage industries ...........+..--. 
о .obaccoimanufactures™: и ote По ое Е 
a Textiles. оне ро оо а es Go Oh 
= Clothing anc footwear each tr sono neue ее ua ere Looe 
‚ Leather:andileatheriproducts@e Ves <a s ccueties ce ilecuecuew vor tea 2 
. Wood and wood products and furniture and fixtures. .......... 
«7 Paper’and papersproductss#.rs ete ee. О ea, ee ote Te mee 
. Printing, publishing and allied industries ........2..2.2.2.2... 


© ON HD nA & WN = 


= Chemicals: and (plastic! products, n:e:Sa0) 9.) =) ss ns ete ie 


— 
> 


. Petroleum refineries, and miscellaneous products of petroleum and coal 
a Rubber productss sss. sas ооо Re ee 
3 Non-metallicimineral’productsi?\%e-5. See ни м es 


ыы 
wn = 


#.Basic'metal:industries co") = 2c ее 


= 
> 


. Fabricated metal products, and scientific instruments. .......... 


— 
io) 


# Non-electrical machinery к: орлу eee ere ee eae ee 


— 
an 


. Electrical machinery and appliances . ........2.2..2.22..2.-. 


— 
s 


# Transport equipment ооо os и eed See cerca ee 


— 
со 


Other:manufacturing,industries\? 9 =). eet) ete) eee eine en ne 


311-312, 313 
314 

321 

322, 324 

323 

ЗЗТ, 332 

341 

342 

351, 352, 356 
353, 354 

355 

361, 362, 369 
371, 372 
381, 385 

382 

383 

384 

390 


< Some of these branch headings are abbreviated and some are further abbreviated in the text and tables in this 
chapter. For full descriptions see United Nations, International Standard Industrial Classification of All Economic Activi- 


ties, New York, 1968. 
> Pottery, china, glass and glassware, structural clay products, cement, etc. 
< Iron and steel, and non-ferrous metal basic industries. 
4 Inter alia, jewellery, musical instruments, sports goods, toys, etc. 
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STATISTICAL SOURCES 


A. International 


United Nations, Yearbook of National Accounts Statistics, New 
York; and replies to national accounts questionnaires; 


Statistical Office of the European Communities, National Ac- 
counts, Detailed tables 1970-1977; Employment and unemploy- 
ment 1971-1977 ; 1972-1978. 


. National 


Austria 


Osterreichisches Statistisches Zentralamt, Osterreichisches Volks- 
einkommen 1964-1977, Neuberechnung, Вейгаве zur Oster- 
reichischen Statistik, Heft 525; 

Statistisches Handbuch; 
Volkszahlung 12.5.1971; 
Industriestatistik (annual); 


Osterreichisches Arbeiterkammertag; Wirtschafts- und sozial- 
Statistisches Taschenbuch 1980; 


Osterreichisches Institut fiir Wirtschaftsforschung (WIFO), 
Monatsberichte, No. 2, 1978. 


Belgium 

Institut national de statistisque (INS), Les comptes nationaux de 
la Belgique, published in Etudes statistiques (various issues); 
Tableau “Entrée—sorties” de la Belgique pour 1970, 
Bulletin de Statistique 1977, No. 7-8 


Office national de sécurité sociale; Effectifs des employeurs et des 
travailleurs assujettis a la sécurité sociale au 30 juin de Гаппсе. 


Finland 


Central Statistical Office, Revised National Accounts 1970-1978, 
Statistical report No. KT 1979:5; National Accounts 1975- 
1979, Statistical report No. KT 1980:5; Industrial Statistics 
(Industristatistik) 

Input-Output Study 1970, Statistical Surveys, No. 59, 
Statistical report TE 1979:9, Preliminary data on industries in 
1978. 


France 


INSEE, Les salaires dans l’industrie, le commerce, et les services, 
Série M; 
Emploi salarié par région au 31 décembre 1978, Série D, No. 74; 
Rapport sur les comptes de la nation, Série C, and direct com- 
munication from INSEE. 


Germany, Federal Republic of 


Statistisches, Bundesamt, Volkswirtschaftliche Gesamtrechnungen, 
Fachserie 18, Reihe S.3, Ergebnisse der Volkswirtschaftlichen 


Gesamtrechnungen 1960 bis 1976 nach Wirtschaftsbereichen und 
Gutergruppen 

Volkswirtschaftliche Gesamtrechnungen, Fachserie 18, Reihe 1, 
Konten und Standardtabellen 1979; 

Statistisches Jahrbuch fiir die Bundesrepublik Deutschland. 


Italy 


Instituto Generale di Statistica (STAT), Annurio de contabilita 
nazionale, 
Annuario di statistiche industriali, Input-output tables for 1965, 
1969, 1972 and 1974; 
Bulletino mensile di statistica. 


Netherlands 


Central Bureau voor de Statistiek, Nationale Rekeningen (an- 
nual); 
Statistisch Bulletin (various issues). 


Norway 


Central Bureau of Statistics, National Accounts 1962-1978; 
Industrial Statistics (annual); 
Statistisk Manedshefte (Monthly Bulletin of Statistics). 


Sweden 


National Central Bureau of Statistics, National Accounts 1972- 
1978, Statistical reports N1979: 7.4; 
National Accounts 1963-1977, Appendix 4 and 5, Statistical 
reports, N 1978: 8.4 
Industri, Vol. 1 (annual) (Industrial Statistics). 


Switzerland 


Bundesamt fiir Statistik, Statistik der Erwerbstdtigen in der 
Schweiz, Beitrdge zur schweizerischen Statistik, Heft 62 
La vie économique, No. 4, 1980 

St. Galler Zentrum fiir Zukunftsforschung, Entwicklungsperspek- 
tiven der Schweizerischen Volkswirtschaft, Teil 3, Branchen- 
massige Entwicklungsperspektiven, Band II: Methoden und 
Daten (1978). 


United Kingdom 


Central Statistical Office, National Income and Expenditure 
(annual) Input-Output tables for the United Kingdom 1968; 
“Summary input-output tables for 1973”, Economic Trends, 
No. 296, June 1978 
Annual Abstract of Statistics 

Department of Industry (formerly Department of Trade and 
Industry), Business Statistics Office, Input-output tables for the 
United Kingdom, 1970, 1971, 1972, Business Monitor 
Report on the Census of Production 1968, 1973, 1974, 1975, 
1976, 1978 (Provisional Results), Business Monitor 
Trade and Industry (various issues). 
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In addition to its regular review of recent economic developments in Europe and North America, the 
Secretariat of the United-Nations Economic Commission for Europe, in Geneva, also publishes research 
studies with a longer time perspective. Recent publications include: 


“Post-war demographic trends in Europe and the outlook until the year 2000”, Economic Survey of Europe in 
1974, Part Il, New York, 1975 


Sales No. Е.75.П.Е.16 (SUS 11.00) 


“The five-year plans for 1976-1980 in Eastern Europe and the Soviet Union”, Economic Survey of Europe in 
1976, Part II, New York, 1977 


Sales No. Е.77.П.Е.П (SUS 9.00) 
Structure and Change in European Industry, New York, 1977 
Sales No. Е.77.П.Е.3 (SUS 16.00) 


“Case Study on specialization in east-west trade’’ (Analysis of material on the Federal Republic of Germany, 
France, Austria, Hungary, Poland and the Soviet Union), Economic Bulletin for Europe, Vol. 29 (1977) 


Sales No. Е.78.1.Е.4 ($US 10.00) | 


“The development of east-west trade 1965-1977", Economic Bulletin for Europe, Vol. 30, No. 1 (1978) 


Sales No. E.79.II.E.2 (SUS 10.00) 


Labour Supply and Migration in Europe: Demographic dimensions 1950-1975 and prospects, New York, 1979 


Sales No. Е.78.П.Е.20 ($US 20.00) 


“Labour force and employment in western Europe: the prospects to 1985 by major sectors”, Economic 
Bulletin for Europe, Vol. 30, No. 2 (1979) 


Sales No. Е.79.П.Е.10 ($US 7.00). 
“Employment in general government in industrial market economies”, ibid. 


“Prices and volumes of east-west trade, 1965-1977”, Economic Bulletin for Europe, Vol. 31, No. 1 (1979) 
Sales No. Е.80.П.Е.2 (SUS 13.00) 


~The Economic Role of Women in the ECE Region, New York, 1980 


Sales No. Е.80.1.Е.6 ($US 10.00) 


“Comparative GDP levels’ (estimates of “геа? GDP levels for western and eastern Europe, 1950-1973, 
based on physical indicators), Economic Bulletin for Europe, Vol. 31, No. 2 (1980) 


Sales No. Е.80.11.Е.3 (SUS 5.00) 


Back issues of the Economic Suey of Europe (from 1948) and the Economic Bulletin for Europe (from 1949) 
are available in microfiche form. 
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HOW TO OBTAIN UNITED NATIONS PUBLICATIONS 


United Nations publications may be obtained from bookstores and distributors 
throughout the world. Consult your bookstore or write to: United Nations, Sales 
Section, New York or Geneva. 


COMMENT SE PROCURER LES PUBLICATIONS DES NATIONS UNIES 


Les publications des Nations Unies sont en vente dans les librairies et les agences 
dépositaires du monde entier. Informez-vous auprés de votre libraire ou adressez-vous 
А: Nations Unies, Section des ventes, New York ou Genéve. 


КАК ПОЛУЧИТЬ ИЗДАНИЯ ОРГАНИЗАЦИИ ОБЪЕДИНЕННЫХ НАЦИИ 


Издания Организации Объединенных Наций можно купить в книжных мага- 
зинах и агентствах во всех районах мира. Наводите справки об изданиях в 
вашем книжном магазине или пишите по адресу: Организация Объединенных 
Наций, Секция по продаже изданий, Нью-Иорк или Женева. 


COMO CONSEGUIR PUBLICACIONES DE LAS NACIONES UNIDAS 


Las publicaciones de las Naciones Unidas estén en venta en librerfas y casas distri- 
buidoras en todas partes del mundo. Consulte a su librero o dirfjase a: Naciones 
Unidas, Seccién de Ventas, Nueva York о Ginebra. 
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Printed in Switzerland — June 1981 Price: $U.o. 17.00 United Nations publication 
Reprinted in United Nations, New York Sales No. Е.81.П.Е.1 
40698 — July 1982 — 2,100 


